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[Eprtor’s Note:—This month the members of our Association as- 
semble in annual meeting in our beautiful province of British Col- 
umbia. While no poem can do justice to the scenery of the Country 
of the Rockies, the following lines from Bliss Carman, Rivers of 
Canada, give hints of what Nature has in store for us on our visit 
there again this year.] 


O all the headlong rivers that hurry to the West, 
They call me and lure me with the joy of their unrest. 


Columbia and Fraser and Bear and Kootenay, 
I love their fearless reaches where winds untarnished play— 


The rush of glacial water across the pebbly bar 
To polished pools of azure where the hidden boulders are. 


Just there, with heaven smiling, any morning I would be, 
Where all the silver rivers go racing to the sea. 
—Bliss Carman 








THE DOMINION ASSOCIATION OF CHARTERED 
ACCOUNTANTS 


Programme of the Proceedings for the 


ANNUAL MEETING OF 1937 
to be held in Vancouver 


Monday, August 16th 
9.30 a.m. Meeting of Executive Committee 
2.30 p.m. Meeting of Council 


Tuesday, August 17th 
9.30 a.m. Meeting of Council (continued) 
1.00 p.m. President’s luncheon to Council members 
2.30 p.m. Meeting of Council (continued) 
8.00 p.m. Committees of Council 
8.00 p.m. Registration 
9.00 p.m. Informal reception to visiting members and ladies at 
the Georgia Hotel 


Wednesday, August 18th 
8.30 a.m. Registration 
9.30 a.m. First general session 
Addresses of Welcome 
Address of the President 
Reports of Constituent Societies 
Report of Council 
Reports of Committees 
General discussion 
12.00 noon Adjournment 
12.00 noon Photograph 
2.30 p.m. Golf Match—Dominion vs. British Columbia Institute 
2.30 p.m. Boat trip for the ladies and for members not playing 
Golf 
9.30 p.m. Supper dance as guests of The Institute of Chartered 
Accountants of British Columbia 


Thursday, August 19th 
9.30 a.m. Second general session 
Reports of Committees (continued) 
Paper to be read by Mr. Kris A. Mapp of Toronto. 
Subject: “Educating our Students—What is our 
Responsibility?” 
General discussion 
1.00 p.m. Luncheon for members and ladies as guests of the 
Institute of Chartered Accountants of British Col- 
umbia 
2.30 p.m. Third general session 
Paper to be read by Mr. E. H. Wagner of the 
American Institute of Accountants, Subject: 
“Problems of the Profession in the United States.” 
Paper to be read by Mr. Wm. Aitken of Winnipeg. 
Subject: “Export Grain Accounts.” 
Final meeting of Council 
2.30 p.m. Scenic drive for ladies 
7.30 p.m. Annual banquet of the Dominion Association of Char- 
tered Accountants. Address. 
On Friday the members and their ladies will sail for Victoria 
where they will be the guests for the day of the members living in 
Victoria, 
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Editorial Comment 


According to the reports of the Dominion 
General Bureau of Statistics and of banks and other 
Economic financial institutions, business activity on 
Conditions this continent during the first half of 1937 

maintained a level well above that of a year 
ago in spite of some recession in recent months. The index 
of the physical volume of business in Canada for the first 
four months of 1937, according to the July letter of The 
Royal Bank of Canada, was 117.8 as compared with 106.5 
in 1936, while the index of industrial production advanced 
from 107.8 to 120.9. The letter also notes that wholesale 
prices have been rising, that employment has increased and 
that the volume of retail sales throughout the Dominion 
has been greater than at any time since 1931. 

Reports are to hand of similar favourable conditions 
in the United States. In its July bulletin, the National 
City Bank of New York observes that the month of June 
completed a very satisfactory half-year in business in that 
country, during which “industrial production, employment 
and payrolls, the volume of trade, and business earnings 
were all higher than in any like period since the beginning 
of the depression.” The bulletin also points out that, in 
spite of recent labour troubles and shutdowns in parts of 
the country, manufacturers of goods of everyday use have 
enjoyed a phenomenal activity, exceeding the 1929 peak. 
A contributory factor has been the more liberal spending 
of industries for betterments and expansion, and this has 
carried the recovery forward in lines hitherto lagging. That 
such improvement has not been fully reflected in the quo- 
tations of industrial shares on the stock exchange is doubt- 
less due to the effect of increased labour costs on company 
profits and to the great degree of uncertainty in the public 
mind in recent months about the maintenance of the present 
price of gold. 


The reported crop failure in large areas of 
Outlook In the prairie provinces is another in the long 
Prairie list of similar misfortunes of Western Can- 
Provinces ada in recent years. Drought has wrought 
so great havoc in some districts that it is 
likely a considerable part of the population in southern 
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Saskatchewan will have to turn to the government for 
maintenance. The question of the removal of settlers to 
the more fertile districts of the north will possibly be 
given more earnest consideration this year by the govern- 
ments concerned, and part of the southern areas may then 
be allowed to return to pasture land. The seriousness of 
the situation this year may also give impetus to an exhaus- 
tive survey of the other resources of Saskatchewan, prom- 
inent among which are the extensive clay deposits, prob- 
ably the richest on the North American continent. 

The latest estimate of the wheat production of Western 
Canada for 1937 places this in the neighborhood of 200 
million bushels—the lowest yield in decades. This does 
not, however, reveal the exact situation when a comparison 
of cash returns is made with those of other years. Be- 
cause of the reputation of our Canadian West as a great 
wheat growing area, its prosperity has in our minds been 
gauged by the extent of its annual wheat crop. There was 
just reason for this conclusion when wheat prices remained 
at a reasonably high level, but we are all familiar with 
what happened during the years immediately following the 
depression. As pointed out in the July letter of A. E. 
Ames & Co., Limited, instead of the usual price at the 
farm of about $1.00 a bushel the wheat grower has had 
to be content with an average price as low as thirty-two 
cents in 1932. The consequence of drought and low prices 
has been a maximum reduction in the volume of the wheat 
crop between 1928 and 1936 of 332 million bushels and a 
change in its value from $465 millions in 1927 to $112 
millions in 1932. In 1936 the value of the wheat crop was 
only $186 millions. With the advancing price of wheat, 
which at the present moment would indicate that the grower 
will receive an average price of at least $1.25 a bushel, the 
value of this year’s crop should be $250 millions—an in- 
crease of nearly 35% over the 1936 returns. 


Mr. George E. Winter, President of 


Anniversary of The Dominion Association of Char- 
American Institute tered Accountants, has been asked 
of Accountants by the American Institute of Ac- 


countants to convey an invitation to 
the members of our Association to attend the fiftieth an- 
niversary of the Institute to be held in New York on Oc- 
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tober 18th to 22nd, and he will formally do so at our an- 
nual meeting in Vancouver this month. The Institute is 
hopeful that a large number of the chartered accountants 
of Canada will be present on this occasion. Because of 
the very friendly relations which exist between these two 
national bodies of accountants, our President expresses the 
hope that many of our members will take the opportunity 
to attend. 

As the United States is one of the greatest industrial 
countries of the world it was to be expected that the pro- 
fession of the public accountant in that country would rise 
to a place of prominence. Such expectation has been fully 
realized when we read of the accomplishments, the growth 
and the influence in the industrial and financial world of the 
American Institute of Accountants. We take the opportu- 
nity this month then of referring to the development of the 
organization of our professional brethren to the South. 


Fifty years ago a small group of thirty- 
Growth of one men, who were engaged in what was 
Profession In then known as expert accounting in the 
United States cities of New York, Philadelphia and 

Boston and who represented practically 
the entire membership of their vocation, formed an organ- 
ization known as the American Association of Public Ac- 
countants. The activities of the Association, however, were 
confined to these cities and no attempt was made to recruit 
members elsewhere. In consequence, others who had en- 
tered upon the practice of public accountancy, many of 
whom were chartered accountants holding certificates from 
the English and Scottish societies, sought official recogni- 
tion from the State and the right to examine and license 
qualified persons to conduct the practice of the profession 
under a protected title. Their representations were favour- 
ably received; in 1896 the State of New York authorized 
the creation of a board of examiners controlled by the re- 
gents of the University of the State of New York and 
granted the right to successful candidates to use the title 
“certified public accountant.” Similar legislation followed 
in other states; and in 1903 an organization known as the 
Federation of Societies of Public Accountants in the United 
States of America was formed, the membership of which 


81 








THE CANADIAN CHARTERED ACCOUNTANT 


consisted altogether of members of the state societies af- 
filiated with the Federation. 

In 1904 the first international congress of accountants 
was held at St. Louis, Missouri. A movement to unite 
the two bodies representing the profession in the United 
States was launched at that time, and in the following year 
came the absorption of the Federation in the American As- 
sociation. In its enlarged form, the Association included 
not only certified public accountants but also a consider- 
able number of practitioners who had not sought certificates 
as such. As the greater number of its members held their 
membership by virtue of affiliation with state societies, 
the Association found its disciplinary powers limited and 
the exercise of its functions hampered by the lack of direct 
control. The result was that after ten years of experiment 
an entirely different sort of national organization was cre- 
ated, wherein membership would be direct, responsibility 
personal, and control entirely non-political and professional. 
Thus in 1916, under the laws of the District of Columbia, 
the American Institute of Accountants was organized and 
incorporated. As the entire membership of the Association 
was given the opportunity to enter the new organization, 
practically all of them became members of the Institute. 


The Institute, however, did not remain long 
Now One the one national body. In 1921 a group of 
National accountants, many of them members of the 
Organization Institute, formed the American Society of 

Certified Public Accountants. The chief pur- 
pose of this new body, according to the published statement 
of that time, was to protect and foster the certified public 
accountants’ certificate, and to encourage co-operation and 
a closer relationship of state societies. There were, as 
might be expected, other motives underlying its formation 
such as the dissatisfaction with certain policies of the In- 
stitute at that particular period. Yet three years after 
the formation of the Society, many members of both organ- 
izations, feeling that unnecessary duplication of effort, ex- 
pense and confusion were resulting from the existence of 
two national bodies of accountants having similar programs, 
were instrumental in having committees appointed to bring 
about a union. Negotiations at first were not successful, 
but they were resumed in 1932 and there followed in 1936 
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the happy result of one national organization of accountants 
in the United States. By an amendment of the Institute’s 
by-laws providing for the admission of all members of the 
Society in good standing at 31st August 1936, who elected 
to be admitted, the Institute found itself practically double 
its former size and its total membership raised to 4,674 
(1st April 1937). ; 


The Executive Committee of the Dominion 
Spirit of Association, in its endeavour to keep our pro- 
Co-operation fession informed of the activities of the pro- 

fession in the United States, has arranged 
for a paper at each of our annual meetings to be given by 
a member of the American Institute. The Institute, true 
to its spirit of co-operation, has been ever ready to respond; 
and our Executive Committee is pleased to announce that 
at Vancouver this month Mr. E. H. Wagner of St. Louis, 
Missouri, will read a paper on some of the problems of the 
profession in the United States, which should be both en- 
lightening and instructive. 

Through these annual visits of our professional brethren 
from the United States the members of our Association 
have been kept informed of the activities of the Institute. 
As is the case in our own Association, the accomplishments 
of its various committees over the years indicate a spirit 
of self-sacrifice, energy and unlimited attention to duty. 
We who are in close touch with professional matters know 
full well how the members of the various committees of 
our provincial Institutes and of any national association 
such as ours give freely of their time and talents to the 
building up not only of the Institute or Association but 
also of the entire profession on this continent. We extend to 
the members of the American Institute, then, our con- 
gratulations for what has already been achieved and best 
wishes for success in their jubilee celebrations in October. 


The foregoing reference to the fiftieth 
The Auditor's anniversary of the American Institute of 
Report Accountants brings to our attention the 
extraordinary growth of our profession in 
a short period of time. It is eighty-three years since the 
first society of chartered accountants was organized in 
Scotland, and fifty-seven years since the incorporation of 
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the Society of Chartered Accountants of the Province of 
Quebec, the oldest organized body of accountants on the 
North American continent. 

This development in so comparatively short a period 
emphasizes the fact that our profession is not static and 
that, while the changes in the business world have greatly 
influenced the development of accountancy, the advancing 
ideas of the accountant have in turn been reflected in busi- 
ness. Stages of this progress may be detected in a number 
of ways, and as one of the indications of development we 
publish in this issue some observations on the Auditor’s re- 
port. While the references therein are to the Companies 
Act of Great Britain, most readers may not realize that 
though a Companies Act was passed in Canada in 1850 and 
has been amended many times since then, no provision 
was made therein for the appointment of an auditor or 
for making an annual audit of the books of the company 
until 1917. It must not be assumed, however, that indus- 
trial firms did not during all these years have a periodic 
check made of their accounts by independent auditors. In 
his Canadian Company Law written in 1913, Thomas Mulvey 
called attention to the fact that although no provision ex- 
isted for the appointment of auditors, proper business meth- 
ods had nevertheless demanded periodic audits not only for 
the information of the shareholders but also for the benefit 
of the directors. 

The Dominion Companies Act and most of the Provin- 
cial Companies Acts;now have provided for the annual 
audit of a company’s accounts, for the appointment of audi- 
tors and for an auditor’s report. To a considerable extent 
the legislation in this regard is based on the provisions of 
the English Companies Act. 

If we reflect on the various types of auditors’ reports 
published in these pages within recent months, we are 
forced to the conclusion that even at this moment we are 
advancing from the stage where the auditor was wont to 
describe the balance sheet as a “true and correct view” 
to that referred to in Mr. Cutforth’s article on the balance 
sheet published in our March issue, an offprint of which is 
available to anybody applying for a copy. In the examina- 
tion of the records of a large business the auditor can no 
longer check every voucher and every item. Accordingly 
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we find reports in which the auditor states that he examined 
and tested the accounting records and other supporting evi- 
dence, but that he did not make a detailed audit of all 
transactions, and that in his opinion the balance sheet and 
related statement of income and surplus fairly present, in 
accordance with accepted principles of accountancy consis- 
tently maintained by the company during the year under 
review, its position at the close of the fiscal year, and the 
result of its operations for the year. 

What progress will be made in the next fifty years no 
one can estimate; yet the members of 1987 will be able 
to recount marked advances in the profession over the half 
century. As one illustration of a possible change in em- 
phasis in the auditor’s report, we refer to the. recent ad- 
dress in Toronto of Mr. George O. May, one of the distin- 
guished members of our profession on this continent, when 
he expressed the opinion that the day was coming when 
the old fashioned concentration on the balance sheet would 
give way to a new order of importance. This order will 
most likely be: first, the income account; second, the state- 
ment of quick assets and liabilities to determine solvency ; 
third, the statement showing changes in the company’s 
reserves; fourth, the statement of the resources which be- 
came available to the company during the year and the 
disposition made of them; and finally, because of its his- 
torical value, the balance sheet. 
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WILLS AND EXECUTORSHIPS 
IN THE PROVINCE OF QUEBEC* 


By W. Roy Dillon, Trust Officer, The Royal Trust Company, 
Montreal 


THE Province of Quebec there exists today absolute 

freedom of willing. This, however, has not always been 
the case. Prior to the occupation of Canada by the English, 
certain restrictions existed as to the freedom of willing, 
having to do mainly with certain reserves in favour of the 
heir who was the nearest relative. As a matter of fact, 
during the seventeenth and the early part of the eighteenth 
century it was against the general custom to dispose of 
property by will. By far the greatest number of persons 
disposed of their property during their lifetime, either by 
marriage contract or by gift inter vivos, and in the case of 
property disposed of by will, it is on record that many such 
wills were declared null and void because they did not 
conform with the formalities of that day. A notable ex- 
ample of such annulment was that of the will of Samuel de 
Champlain, which was rendered null and void in Paris in 
the early part of the seventeenth century. 

By the Quebec Act of 1774, every person having the 
right to alienate, was given the absolute right to dispose 
of his property, whether movable or immovable, by will 
notwithstanding all laws, usages and customs to the con- 
trary which previously or then prevailed in the Province 
of Quebec. Doubts having arisen as to whether these 
provisions were broad enough, a law was passed in 1801 
being 41, George III, Chapter IV, which reads in part as 
follows :— 

“It is and shall be lawful for all persons, sane and 
in possession of their rights and of age to bequeath and 
dispose of by will or acte de derniere volonte between con- 
sorts, to children or in favour of any person of their 
choice, of all and every property, movable or immovable, 
whatever be the tenure of the immovables and whether 
they be propres acquets or conquets without restriction 
or reserve...... % 

This article was reproduced in the Revised Statutes of 





*A paper read 12th January 1937 at a meeting of the Chartered 
Accountant Students’ Society of the Province of Quebec, Montreal. 
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Lower Canada, Chapter XXXIV, Section II, and it is the 
source of our Article 831. 

By reference to the Civil Code of the Province of Quebec, 
some of the fundamental concepts regarding wills will now 
be given. 

Will Defined 

A Will is an act whereby a person, in contemplation of 
his death, makes a free disposal of his property, effective 
only on his death. A distinguishing feature of a will with 
relation to other means of disposing of property is that it 
can be revoked at any time. Gifts in contemplation of death, 
that is to say, gifts where the title to property passes only 
at the date of the death of the donor, can only be effected 
by means of a will or a marriage contract, and the ordinary 
gift inter vivos requires for its validity that there be an 
immediate and irrevocable change of ownership of the thing 
given in favour of the donee. 

One of the most important acts of a person’s life is that 
of making his will. By its terms the family and dependents 
of the testator may be provided for, and its terms become 
irrevocable from the moment of the death of the testator. 
Generally speaking, all persons of the full age of majority 
can dispose of their property by will. However, persons 
interdicted for insanity or madness cannot dispose of prop- 
erty by will, unless the will was made previous to the in- 
terdiction, and the will of a person interdicted for prodigal- 
ity may be confirmed or not according to the circumstances 
and the nature of the dispositions. Women may dispose of 
their property by will and married women may do so without 
the intervention of their husbands. The law governing 
capacity to make a will is the law of the domicile of the 
testator. The question of domicile is always an important 
one in giving effect to the terms of a will, because it not 
only governs the capacity to make it but also determines 
the jurisdiction having the primary right to levy succession 
or other death duties. Domicile is defined as the place where 
a person had his principal establishment, and change of 
domicile can only be effected by actual residence in another 
place, coupled with the intention to make such other place 
the seat of that person’s principal establishment. It is very 
often difficult to judge of a person’s intentions, and with a 
view to facilitating the determination of this question it is 
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always helpful to have contained in a will the declaration as 
to the testator’s domicile. 


Domicile and Matrimonial Status 

When considering this question it must be borne in mind 
that there are essentially two forms of domicile, the first 
being the domicile of origin such as one has as an infant. 
Young children take the domicile of their parents just as 
a wife takes that of her husband, and such domiciles are 
deemed to be domiciles of origin. When a person leaves 
his home to reside elsewhere, the question of domicile there 
turns upon whether the change in residence is made for a 
permanence and, if so, it becomes his domicile of choice. 
For instance, a young man may leave home to join a bank 
and is thereupon moved from one place to another over a 
long period of years without ever becoming established in 
a place where he can rely upon being permanently estab- 
lished. Such person during that period of time, retains his 
domicile of origin. 

Another question which requires consideration in this 
regard is that of matrimonial status. Under the laws of the 
Province of Quebec, if the husband is at the date of his 
marriage domiciled in Quebec there will exist a community 
of property between himself and his wife, unless they have 
entered into a marriage contract prior to the date of their 
marriage and have stipulated that they shall be separate 
as to property. The effect of a community of property 
between husband and wife, broadly speaking, is that one half 
of the husband’s property belongs to the wife and one half 
of the wife’s property belongs to her husband. The result, 
therefore, is that the will of either of them can only effec- 
tively dispose of one half of their joint property. It is 
sometimes found convenient to meet this situation by hav- 
ing, let us say, the husband stipulate that his wife will 
receive no benefits under his will unless and until she 
transfers to his estate all her rights in the community of 
property existing between them. 


Forms of Will 
Wills to be valid in the Province of Quebec must be made 
in one of three forms. The first form and that perhaps 
most generally in use is the notarial will. Such a will must 
be executed before two notaries or before one notary and 
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two witnesses. The original of the will remains in the 
records of the notary, but certified copies thereof make 
proof of themselves without requiring probate. The second 
form of will is known as the holograph will, that is to say 
a will written and signed entirely in the handwriting of the 
testator. The third form of will is that in the English form. 
This is a will which must be signed by the testator before 
two witnesses, both of which witnesses must have heard 
the testator acknowledge that it is his last will and must 
have seen him sign it. Both holograph wills and wills in 
English form must be probated, but probated copies of such 
wills make evidence of themselves in the same way as no- 
tarial wills. The beneficiaries under the will should not 
act as witnesses because bequests to witnesses are invalid, 
nor should husband or wife or other near relative of a 
beneficiary act as a witness, nor should a wife witness a 
will with her husband. The witnesses should add their 
occupation and address and the will should be dated. 

The will may by its terms provide that the named 
beneficiaries will immediately become owners of the property 
so disposed of, or, as is perhaps more frequently the case, 
that one or more persons or classes of persons will receive 
income and other persons, including classes of persons still 
unborn, will receive the capital. In the latter case interest- 
ing questions will arise as to the respective rights of those 
entitled to income and those entitled to capital. Wills which 
create substitutions are perhaps the best known examples 
of the latter type. A substitution has been created where 
a person receives property from the testator in absolute 
ownership subject, however, to the obligation to deliver it 
over to another person either at his death or at some future 
time. The person charged to deliver over is called the in- 
stitute, and the one who is entitled to take from him is 
called the substitute. In the ordinary case where the in- 
stitute is obliged to deliver over at his death to the sub- 
stitute or substitutes, he may, during his lifetime, exercise 
all the rights of ownership over the substituted property 
including the right to sell, mortgage or pledge the property 
of the substitution but the exercise by him of these rights 
only remains valid during his lifetime; in other words if 
the institute were to mortgage a property, such mortgage 
would immediately cease to be a charge against the property 
at the death of the institute. 
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Executors 

Where no other provisions exist in the will, the heirs 
of the testator are charged with the carrying out of the 
provisions of the will. It is customary, however, to appoint 
persons known as executors for the purpose of carrying out 
the testator’s intentions. In the Province of Quebec, the 
appointment of executors is governed by the terms of the 
will, and the nature and extent of their duties and responsi- 
bilities are there defined. These duties and responsibilities 
can be as extensive or as restricted as the testator wishes, 
but it is to be observed that the seizin of executors auto- 
matically terminates a year and a day from the date of 
death, unless it has been extended by the will itself, either 
explicitly or by inference. Executors are, generally speak- 
ing, jointly and severally responsible for the administration 
of the estate and may not delegate their general powers 
except to each other. The law of this Province requires 
that executors act gratuitously, unless their remuneration 
has been provided for in the will, but an exception has 
been made in favour of trust companies who have been 
specially authorized to charge for their services, notwith- 
standing that the services of executors are by law or custom 
usually gratuitous. 


Authorized Investments 


One of the most important powers which an executor is 
called upon to exercise is that relating to investments. 
Article 981-0 of the civil code of the Province of Quebec 
explicitly defines the investments which executors or trus- 
tees may make unless otherwise authorized by the instru- 
ment appointing them. These investments include bonds 
of or guaranteed by the Dominion of Canada or any of its 
Provinces, bonds of the United Kingdom or the United 
States of America, bonds of any municipality in the Province 
of Quebec, or of any school corporation in any city or town 
of the Province, also bonds issued by institutions subject 
to the Quebec Public Charities Act and carrying the guaran- 
tee of the Province or one of its municipalities. Real estate 
situated within the Province and hypothecs upon such real 
estate to an amount not exceeding three-fifths of the muni- 
cipal valuation, are likewise authorized investments. Where 
a trust company acts alone as executor or trustee, it may in 
addition invest in bonds of any incorporated company where 
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such bonds are secured by a hypothec on real property 
situated in the Province to an amount not exceeding three- 
fifths of the municipal valuation, and also in terminable 
debentures of any municipal or school corporation in Canada. 

At the time the civil code became the law of this Prov- 
ince, securities were not recognized as an authorized invest- 
ment for executors and trustees. The only investments 
known at that time and deemed to be conservative were real 
estate and mortgages. The law was naturally forced to keep 
pace with financial developments and Article 981-0, referred 
to above, was introduced in 1870 and has been considerably 
enlarged from time to time since that date. 

In the administration of estates, questions constantly 
arise which require a practical interpretation of the terms 
of the will and the exercise by the executors of certain 
powers of discretion. There is, in the Province of Quebec, 
little jurisprudence to guide executors, and recourse is very 
often had to the judgments of the courts of other Provinces, 
notably Ontario, in cases where it is felt that the guiding 
principles of the English common law can be applied. 

Amortization of Premiums and Discounts on Bonds 

A problem falling into this category concerns the neces- 
sity for amortizing bond premiums and bond discounts in 
cases where there is a life tenant. Under the laws of Eng- 
land, it seems clear that trustees and executors are not 
bound to amortize bond premiums and bond discounts. Asa 
matter of fact, the gilt-edged sterling securities are usually 
quoted in London on a flat basis and the price, under normal 
circumstances, varies so as to include accrued interest. It 
has been held that even where a broker’s contract showed 
the price of the security and the accrued interest separately, 
the life tenant was not entitled to receive any part of the 
accrued interest so shown. (Walker vs. Paterson, 1934, 
Weekly Notes, page 104). 

Although there are no decisions on the subject in the 
Province of Quebec it has generally been considered advis- 
able, in so far as securities purchased at a premium are 
concerned, to follow the practice which has since been ex- 
pressed in the judgment of Mr. Justice Middleton in the 
Supreme Court of Ontario, in Re Armstrong, reported in 
Volume 55, Ontario Law Reports at page 369. This judg- 
ment clearly holds not only that a proportion of the income 
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from a bond purchased at a premium must be withheld 
from the life tenant and credited to capital, but also that 
the life tenant is entitled to receive over the term of the 
bond the amount of the discount at which the bond is pur- 
chased. Little can be said against the practice of amortiz- 
ing a premium over the term of the bond and several systems 
have been devised for calculating the exact amount of the 
transfers from revenue to capital for this purpose. The 
method of dealing with discounts presents practical diffi- 
culties. In point of fact, the discount is not realized until 
the bond matures, or is sold at a profit over its cost. In 
either case the realization of the gain is uncertain until 
the date of maturity or sale and, in the meantime, the execu- 
tor does not have in his hands, with respect to that par- 
ticular security, any funds with which to make payments 
to the life tenant. The prudent course for an executor would 
seem to be to deal with the bond discount if realized as 
capital profit pending judgment by the highest courts on 
the whole question. 


Stock Dividends and Stock Bonuses 


The manner in which stock dividends and stock bonuses 
should be apportioned as between life tenants and remain- 
dermen, was dealt with exhaustively in an article in the 
March issue, 1934, of THz CANADIAN CHARTERED ACCOUNTANT, 
and represents the current views on this problem. In many 
wills, executors are given the discretionary power to decide 
what is capital and what is income. While this power seems 
broad in its terms, it is not generally considered that it 
empowers the executors to disregard ordinary rules as to 
the distinction between capital and revenue and probably 
only operates in what might be termed “border-line” cases, 
where there is a serious doubt as to what the solution may 
be. 

Another problem which executors are often confronted 
with arises where they are restricted to trustee investments 
and the will contains no specific power to retain any secur- 
ities found in the testator’s estate. It is, in such cases, 
usually considered that the executor must convert all non- 
trustee securities into authorized investments, but that he 
may take a reasonable time in which to liquidate such 
securities. What constitutes a reasonable time will, of 
course, vary with each case and perhaps the best test ap- 
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plicable is the time which a prudent administrator would 
take in the circumstances. 


Real Estate 


Real estate holdings always bring special problems to 
executors, a survey of which would occupy much time. 
Reference to it is only made for the purpose of mentioning 
an anomaly which seems to exist in our law. Life tenants 
are entitled to receive all revenues derived from real estate 
after current expenses such as taxes, repairs and insurance 
have been met, but without deduction for depreciation. The 
law of this Province seems clear on this point, and in prac- 
tice, executors must adhere to it. By contrast it is to be 
noted that depreciation is allowed as a deduction to the life 
tenant for Dominion income tax purposes. There seems 
to be no reason why a uniform practice regarding amortiza- 
tion should not be adopted, both as to bonds purchased at 
a premium and as to real estate. Depreciation undoubtedly 
takes place and the remaindermen will, in the ordinary case, 
suffer a loss which bears a direct relation to the length of 
enjoyment of the property by the life tenant. There is 
no doubt that many remaindermen who have, or will suc- 
ceed to, real property in the older parts of Montreal, will 
receive something almost valueless because the life tenant 
has, over a period of years, received as income an amount 
representing not only a proper return on the investment but 
also a large part of its capital value. 


On the other hand, we have the converse case of a life 
tenant of an estate which holds vacant property. Where 
the executor retains such property from which no income 
is derived, the life tenant suffers a real hardship because 
he is liable for carrying charges payable in respect of such 
property. Under the laws of England, and possibly of some 
of the provinces of Canada, when the vacant property is 
brought to sale, there will be an apportionment of the pur- 
chase price as between the life tenant and the remainder- 
men, but it seems clear that, according to the laws of the 
Province of Quebec, no such apportionment could be made 
by the executor and the whole of the purchase price would 
go to capital. 

A speedy and inexpensive means of referring questions, 
such as those outlined, to our courts would undoubtedly 
help to increase the body of jurisprudence upon which an 
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executor could rely for the proper fulfilment of his duties. 
It must be remembered, however, that in any matters which 
require discretion, the courts will not make the decision on 
behalf of the executors who are, in the last resort, the 
masters of the situation, subject to their obligation to 
account strictly to the beneficiaries for the carrying out of 
their mandate. In good times as well as in times of depres- 
sion, the task of an executor is exacting and difficult to 
perform. 


THE NEW TECHNIQUE OF EXCHANGE CONTROL 


By F. Bradshaw Makin, F.C.LS., F.R.Econ.S., 
London, England 


i a the spacious days of the pre-war era the student of 
monetary economics found the study of the operation 
of the gold standard relatively straightforward, and free 
from undue technicalities. In brief, he was taught that 
when a country enjoyed a complete gold standard, any 
gold imports would, unless they were sterilized, increase 
the internal currency circulation or be used as the base 
of increased credit facilities. 

The result of gold imports, therefore, was that the 
amount of credit available was increased by approximately 
ten times the amount of the inflow. 

This expansion in the credit base is tended to bring 
about an increase in the general level of prices, which in 
turn tended to cause a reduction in exports, an increase in 
imports, and a general depreciation of the rate of exchange. 

The depreciation of the rate of exchange was therefore 
a direct outcome of the trading position of the particular 
country vis-d-vis the rest of the gold standard countries. 

On the other hand a gold outflow always had the reverse 
effect. In the days when the gold standard was well nigh 
universal the inflow and outflow of gold was always con- 
sidered to be a reflex of the state of trade and balance of 
payments between the various countries ; moreover the total 
gold holding only varied as a result of the state of trade 
and of the requirements of the particular moment. 

The Bank of England could, and did, exercise a complete 
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control over the financial system in Britain and over the 
country’s gold holding. The raising of the bank rate would 
always attract gold imports or prevent gold exports de- 
veloping, whilst a reduction in the bank rate would check 
the import of metal and cause gold exports to eventuate. 

Any diminution of the gold reserve occasioned by export 
of the metal was generally held to be the result of an 
adverse trade balance creating an abnormal demand for 
foreign currency, resulting in the depreciation of the ster- 
ling exchange. 

This depreciation of the exchange was countered by the 
action of the Bank of England raising the bank rate and 
so bringing about an increase in all internal money rates. 
The raised money rates, quite apart from the internal ef- 
fects, had the effect of making London an attractive centre 
for foreign funds, and thus creating a demand for sterling 
consequent on foreign balances being transferred to London 
to take advantage of the higher rates. Thus, an effective 
rise in the bank rate made London attractive to the lender, 
but the reverse of attractive to the borrower. 


Open Market Policy 


The raising of the bank rate had, however, certain in- 
ternal disadvantages, the chief one being the all round in- 
crease in interest charges which had to be met by the 
general trader. This difficulty was to some extent over- 
come by what was spoken of as the “open market policy” 
of the Bank. 

Before one can properly understand “open market policy” 
it must be made quite clear that any general market opera- 
tions by a central bank have quite a different effect on the 
credit base, from similar operations undertaken by a joint 
stock trading bank. Any borrowing, sale of gold, bills, or 
other marketable securities, by a central bank will always 
reduce the supply of credit available, whilst purchases of a 
like nature will increase the supply of credit. 

Any like action by a trading bank does not affect the 
supply of credit but merely transfers available credit from 
one person to another without bringing about any change 
in the total volume. Once this principle is grasped it is 
then fairly apparent that a central bank can raise money 
market rates by the simple expedient of reducing the volume 
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of credit available. This increase in money market rates, 
whilst making the particular financial centre (e.g. London) 
more attractive to foreign funds does not penalize the gen- 
eral domestic trader. 

Since the war there have been numerous instances of 
open market policy, and this policy became recognized as 
part of the technique of exchange control. In other words, 
open market policy was operated to prevent or minimize 
fluctuations in the rate of exchange. So long as the ex- 
change was tied to gold the open market policy was effective, 
but once the exchange became divorced from the gold the 
effectiveness of the policy was very considerably weakened. 


New Technique Needed 

As readers are well aware Britain was forced off the 
gold standard during the latter part of 1931, and the Bank 
of England was no longer under a statutory obligation to 
sell gold. The result of the departure from gold was that 
there was no limit placed upon the possible fluctuations in 
the rate of exchange, which was free to depreciate or ap- 
preciate according to the day to day position. 

The dangerous possibilities inherent in such a position 
were of more than passing importance, hence it was im- 
perative that a new and effective technique be developed. 
In the development of a new technique the authorities had 
also to bear in mind the fact that additional difficulties 
were being created by the nervousness of the owners of 
“capital.” London had been, prior to the suspension of the 
gold standard, the repository of a large volume of foreign 
balances which were on deposit in London, as this centre 
was considered the safest of any financial market. 

Unfortunately for Britain the foreign balances were de- 
posited on short terms; therefore a sudden withdrawal was 
not only probable but proved an actuality. The danger of 
a repetition of foreign balance withdrawals on a scale large 
enough to cause internal difficulties had to be kept in mind 
when considering how to deal with the new situation arising 
consequent on the departure from gold. 

The major problems facing the monetary authorities 
in Britain were 
(1) The prevention or limitation of fluctuations in the ex- 
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(2) The isolation of foreign deposits liable to be withdrawn 
at short notice. 
Exchange Equalization Account 

To deal with these problems the British Exchange Equal- 
ization Account was instituted early in 1932 with the avowed 
intention of limiting short term fluctuations in the ex- 
changes. 

A considerable amount of criticism was heard, chiefly 
on account of the fact that very few persons understood 
how the account was to operate. It may be said in passing 
that the operations of the account are still very imperfectly 
understood even at this date, five years after its inaugura- 
tion. 

The account was financed by the issue to it of $729 
millions of treasury bills, since increased to $1,701 mil- 
lions, which meant that sterling could be obtained by the 
simple expedient of selling the treasury bills on the money 
market. Early in July 1937 the resources of the account 
were further increased by $972 million bringing it to $2,673 
million. 

A small amount of foreign currency was also taken 
over by the account. Now it is quite obvious that no per- 
son, whether he be a private individual or an exchange 
account, can attempt to smooth out fluctuations in the ster- 
ling exchange unless possessed of both sterling and foreign 
currency. Sterling could be acquired by selling the treasury 
bills, and the sterling so obtained could and was utilized 
in acquiring foreign currency and/or gold. 

In brief, the position is that the exchange account sells 
treasury bills and buys gold or foreign currency, and on 
the other hand sells its gold or foreign currency holding 
and re-invests the proceeds in treasury bills. The opera- 
tions are not quite so simple, but in essentials the actual 
operations are as stated. 

The account can prevent a foreign demand for sterling 
creating an appreciation in the sterling exchange by selling 
its sterling in exchange for the foreign currency being 
offered. In like manner it can prevent depreciation of the 
sterling exchange by selling its holding of foreign cur- 
rency, and so supporting sterling. 
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Minimizing Fluctuations 

It must, however, be thoroughly understood that the 
account is not acting in the role of an exchange speculator, 
nor is it attempting to dictate the course of the exchange 
contrary to economic circumstances. The main object is 
to minimize fluctuations and to minimize the effect on the 
exchanges of movements of capital not primarily connected 
with trading. 

If an increased demand for a particular foreign cur- 
rency arises through legitimate trading, and the demand 
has the normal effect of depressing the sterling exchange, 
the account would not support sterling against the par- 
ticular currency, but would allow the normal effects to 
operate uninfluenced. To do otherwise would be unsound 
and contrary to the principles upon which the account 
operates. 

Readers may be inclined to think that the existence of 
the account has, from a practical point of view, brought 
the position back to that which existed prior to the de- 
parture from gold. Such, however, is not the case. 

When the gold standard was in being, gold imports went 
to increase the credit base and made credit more abundant, 
whereas under the present system gold imports may actually 
reduce the available credit. 

Suppose for example that foreign funds are placed on 
deposit with the joint stock banks in London. The joint 
stock bank assets are increased by their holding of the 
foreign currency, and their liabilities are increased to the 
same amount by the foreign deposits. The foreign cur- 
rency is sold on the market and bought by the account. 
In buying this foreign currency the account exchanges its 
treasury bills either with the market or the joint stock 
banks, and then withdraws gold from the particular for- 
eign country in exchange for the currency. 

It is therefore apparent that though there has been an 
influx of gold the lending powers of the joint stock banks 
are actually reduced. This is quite clear when the position 
of the joint stock banks is examined, when it will be ob- 
served that they have increased their deposits, but not their 
cash holding. 

The increase in the assets of the joint stock banks is 
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to be found in their bill holdings or possibly in their market 
loans—certainly not in their cash; hence there is a reduc- 
tion in the ratio of cash to deposits. 

Strange though it may seem the foregoing is quite or- 
thodox, for is it not the aim of the account to isolate for- 
eign balances and by so doing prevent any internal difficul- 
ties arising consequent on the withdrawal of the said bal- 
ances? 

To carry the matter a stage further, consider the posi- 
tion when an outflow of gold takes place. Under the gold 
standard an outflow reduced the reserve to liabilities of 
the Bank of England, and also reduced the cash to deposit 
ratio of the joint stock banks. At the present time if the 
account sells gold abroad it will have sterling assets to in- 
vest in treasury bills which it may obtain from the joint 
stock banks or the Bank of England. 

Suppose the treasury bills are bought from the joint 
stock banks, will not the bill holdings of the banks and their 
deposits be reduced without any compensatory reduction in 
their cash holdings? So a rise in the cash to deposit ratio 
will be established. 

On the other hand, if the treasury bills are obtained 
from the Bank of England, the bankers deposits and the 
securities in the banking department will both fall; but the 
reserve of coin will be unchanged, and so the ratio of coin 
to liabilities will rise. 

The effects on the credit base of a gold influx or an 
outflow can be counteracted by the account buying gold 
from or selling gold to the Bank of England, according to 
the circumstances. 

‘ On more than one occasion the Bank of England has 
purchased gold from the account for the purpose of easing 
the credit situation and to relieve the account of a surplus 
of metal. The reverse can quite simply be carried out 
should credit conditions become too easy. 


Secrecy of Operations 


The actual operations of the account are not made pub- 
lic, and considerable secrecy surrounds the many transac- 
tions carried out. Nevertheless the effects of the transac- 
tions are reflected in the money market and in the ex- 
changes. There appears little reason to doubt that the 
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account will continue to operate for some years to come, 
and particularly so when it is remembered that other coun- 
. tries, including the United States and France are also oper- 
ating similar funds. 
It certainly makes the study of monetary economics 
more difficult for the student, but the difficulties add to the 
interest and make the study more absorbing. 


COMPANY LEGISLATION 


The Conservation of the Capital Fund in the Interests of 
the Shareholders and Creditors of the Company—Statutory 
Provisions and Excerpts from Court Cases Thereon* 


By C. E. Walker, Chartered Accountant, 
Kingston, Ontario 


_ chief object of every legitimate company is the 

acquisition of profits and the distribution thereof as 
dividends to the shareholders. The capital of the company 
is the fund to which every shareholder of the company has 
the right to look for the earning of profits and creditors 
for the payment of their claims. 

The risk of the shareholders and creditors of the com- 
pany increases to the same degree that the capital fund 
proves inadequate for the purposes of the company. This 
may be considered as the underlying principle incorporated 
in the provisions of the Companies Acts regarding the pro- 
tection of the capital fund against impairment. There has 
been an “easing off” in the recently amended penalty pro- 
visions pertaining to the impairment of the capital fund. 
For example, the penalty provision of the Dominion Com- 
panies Act pertaining to the payment of dividends which 
impairs the capital of the company, prior to 1934, read, 
“If the directors of the company declare and pay any divi- 
dend .... the payment of which renders the company in- 
solvent or impairs the capital thereof, they shall be jointly 
and severally liable as well to the company as to the in- 
dividual shareholders and creditors thereof for all the debts 
of the company then existing and for all debts thereafter 
contracted during their continuance in office.” This pro- 
vision has been modified in the recent amendments by lim- 





*In, our July issue, Company Legislation in regard to the acquiring 
of initial capital was discussed by Professor Walker.—Editor. 
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iting the liability “to the amount of such dividends and 
interest, which have not been repaid to the company.” The 
amendment fails to a very marked degree to emphasize 
adequately the risk element arising from the reduction 
of the capital fund. True, the capital fund must be restored 
but there is no recognition of the fact of the weakened earn- 
ing power and credit of the company during the time when 
its capital is impaired. Such transactions frequently hasten 
the hour of bankruptcy, and yet the liability of the direc- 
tors, even to the liquidator, is only the amount by which 
the capital fund was impaired plus interest. The earlier 
provisions contained a stronger safeguard. 

Commencement of Business — From the inception of 
limited liability company legislation limitations have been 
placed on the right of a company to commence business. 
There have been numerous amendments from time to time 
of these provisions. For example, the provision of the 
Dominion Companies Act, 1927, was: “the company shall 
not commence its operations or incur any liability before 
ten per centum of its authorized capital has been subscribed 
and paid for,” and “every director of any company who ex- 
pressly or impliedly authorizes the commencement of oper- 
ations by the company or the incurring of any liabilities 
by the company before ten per centum of its authorized 
capital has been subscribed and paid for, shall be jointly 
and severally liable with the company for the payment 
of any such liabilities so incurred.” Each of the provin- 
cial acts until recently contained similar provisions but in 
the existing legislation the control over first and subse- 
quent issues is through the prospectus provisions. The 
Dominion Companies Act, section 77 (f) requires that the 
prospectus must state, “the number of securities of each 
class . ... offered by the prospectus and the issue price 
and the amount payable on the application for and allot- 
ment of the securities.” The Companies Information Act 1928 
(Ontario), section 3 (1), requires that, every syndicate 
and every company other than a private company shall file 
a prospectus with the Provincial Secretary upon the estab- 
lishment of a head office and upon commencing any business 
in Ontario. The Ontario Companies Act, section 108 (1), 
requires that where a company “purports to state the cap- 
ital of the corporation, unless it is stated to be the author- 
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ized capital, then the capital actually and in good faith 
subscribed and no more shall be stated.” 

It may be assumed that under the existing provisions 
a company is obligated to issue the full number of shares 
as stated in the prospectus. The shareholders and creditors 
would believe the capital so stated to be the actual capital 
of the company. A similar principle was applied in the 
case of Dominion Salvage and Wrecking Co. v. Attorney-Gen- 
eral of Canada, (1892). According to the terms of the charter 
the company was authorized to carry on business providing 
$100,000 of the capital stock was subscribed and 30% there- 
of paid up within six months of the date of incorporation. 
Only $60,500 had been bona fide subscribed for prior to the 
commencing of the operations of the company, the balance 
having been subscribed for by G in trust, who subsequently 
surrendered a portion of it to the company and the thirty 
per cent. had not been, in fact, paid thereon. Since the 
company had not complied with the conditions precedent 
to the legal organization of the company with power to carry 
on business it was held that the Attorney General of Can- 
ada was entitled to have the company’s charter declared 
forfeited. 

The Court held that subscriptions necessary to make 
up the amount required as a condition precedent to com- 
mencing operations must be bona fide and not merely colour- 
able. 

Powers of Provincial Directors re Commencing Business 
—In the past there has been some question whether the 
powers of the provisional directors were equal to those of 
the permanent directors. In the case of Michie v. Erie and 
Huron Railway Co. (1876) the Judge stated, “From this we 
gather that the meaning of the term ‘provisional direc- 
tors’ is that they are to perform certain limited and tem- 
porary functions existing merely until the complete machin- 
ery provided by law may be provided: that it was not the 
intention of the legislature to give them as much power 
as was given to the directors elected by the shareholders: 
that their duties were limited to purposes of organization, 
to opening stock books and dealing with subscriptions, and 
upon the necessary amount being subscribed and paid up 
to call a general meeting of the shareholders, whereupon 
their duties would cease.” 
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Although none of the duties referred to above may be 
considered as pertaining to the “commencement of busi- 
ness” it is interesting to note that section 88 (2) added 
as one of the most recent amendments to the Dominion 
Companies Act provides that the directors of the company 
elected by the shareholders at the first general meeting of 
the company shall be responsible for all business transacted 
as a board of directors by the first (provisional) directors 
of the company. 

Forfeited Shares 

Court rulings have clearly established the fact that the 
subscribed capital and not necessarily the paid-up capital 
is the “capital fund” which must be kept intact, except 
for trading losses, in the interest of the shareholders and 
creditors of the company. The contract created by the issue 
of shares cannot be terminated by the company. This con- 
tract is not with the company only but also with the share- 
holders inter se. 

(a) Provisions re Forfeiture—The present provisions 
of the Dominion Companies Act in regard to forfeited shares 
are as follows: 

Section 41 (3)—The demand shall state that in the 
event of non-payment (of the call) the shares in respect 
of which the call was made will be liable to be forfeited. 

Section 43 (1)—If any call made upon any share is not 
paid within the time allotted, the directors may summarily 
declare forfeited any shares whereon such call is not paid. 

Section 48 (2)—Such shares so declared forfeited shall 
thereupon become the property of the company and may 
be sold or otherwise disposed of in such manner as the 
directors think fit. 

Section 43 (3)—Notwithstanding such forfeiture the 
holder of such shares at the time of forfeiture shall con- 
tinue liable to the company and to its creditors for the 
full amount unpaid on such shares at the time of forfeiture, 
less any sums which are subsequently received by the com- 
pany in respect thereof. 

Section 44—The directors may if they think fit instead 
of declaring forfeited any share or shares enforce payment 
of all calls and interest thereon, by action in any court 
of competent jurisdiction. 
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Lord Cranworth in passing judgment in an early case 
(Spackman v. Evans, 1868) said, “The power to declare 
shares forfeited was intended only to give the directors 
additional means of compelling payment of calls or other 
money due from the shareholder to the company by virtue 
of the deed (subscription contract under seal). .... The 
duty of the directors when a call is made is to compel 
the shareholders to pay to the company the amount due 
from him in respect of that call.” 

(b) Surrender of Shares Ultra Vires—In the case of 
Bellerby v. Rowland and Marwogd’s 8.8. Co. it was held that 
a contract by which shares not fully paid were to be sur- 
rendered to the company and the shareholder released from 
further liability in respect of the shares was equivalent to 
a purchase of the shares by the company and therefore 
illegal and null and void. The objection to the surrender 
of shares whether fully paid or not is that it is a reduction 
of the company’s capital. The directors have no power to 
allow a shareholder to surrender his shares and thus put 
an end to his liability. 

In the case of Fuches v. Hamilton Tribune (1885) a similar 
agreement had existed and the shares had been surrendered 
according to the terms of the agreement. The shareholder 
was unable to set up the contract as successful defence 
against the liquidator and he was placed on the list of 
contributories. 

(c) Shares Issued at a Discount May Not be Cancelled 
—lIn the case of the Toronto Finance Corporation Limited and 
Cook v. Banking Service Corporation (1926) it was held that 
a company after improperly issuing shares at a discount 
had no power to cancel them and thus relieve the share- 
holder of liability. Shareholders holding such shares would 
be liable as contributories. It was further stated however 
that if certificates had not been issued and the contract 
to take shares was still executory a resolution might be 
passed to cancel them. 

(d) No Part of the Capital May be Returned—In the 
case of Hyde v. Thibaudeau (1910) it was established that it 
is ultra vires the company to return to the shareholders any 
part of the company’s capital. Also in the case of Priceville 
Fox Co. v. Jordan (1929) when the directors of the company 
sold part of the assets of the company and undertook to 
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divide the proceeds among the shareholders, and cancel 
part of their holdings, one of the shareholders refused his 
share, and in an action against the shareholders they were 
compelled to pay back to the company the amounts which 
they had received. 

(e) Capital May Not be Diverted from the Objects of 
the Company—In reviewing the case of Guinness v. Land 
Corporation of Ireland, Lord Justice Cotton said, “From the 
argument submitted it follows that whatever has been paid 
by a shareholder cannot be returned to him. In my opinion 
it also follows that what is described in the memorandum 
as the capital cannot be diverted from the objects of the 
company. It is of course liable to be spent or lost in the 
carrying on of the business of the company but no part of 
it can be returned to a shareholder so as to take away from 
the fund to which the creditors have a right to look as that 
out of which they are to be paid.” 

Also in the case of Chandler and Massey Limited v. Irish, 
where an asset of the insolvent company had been illegally 
applied by one of its officers and there was sufficient identi- 
fication of the “fund” to enable it to be followed, the court 
ruled that the liquidator could follow it into the hands of 
a third party and repossess it in the interests of the credi- 
tors and shareholders of the company. 

(f) Payment of Amounts Owing on Forfeiture Does Not 
Entitle Shareholder to Re-instatement — In re Exchange 
Trust Co. Iimited (1903) a shareholder whose shares had 
been forfeited for non-payment of calls later paid all calls, 
interest and costs. The shareholder took action to secure 
re-instatement as a shareholder and the court held that the 
company had no right to re-instate a shareholder whose 
shares had been forfeited. Also in re West Coast Gold Fields 
Ltd. (1906) a shareholder became bankrupt and the claim 
for unpaid calls was paid by the liquidator of the bankrupt 
shareholder’s estate. Later in the winding up of the com- 
pany the court held that the liquidator of the bankrupt 
shareholder had no right to rank in the distribution of 
the company’s assets. 

Trafficking in Its Shares 

While there is no express prohibition in the various acts 
of a company’s purchasing its shares the rule against any 
company’s trafficking in its shares was definitely established 
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in the case of Treuor v. Whitworth (1887). In establishing 
the rule the court held that it came under the principle of 
Ashbury Carriage Company v. Riche, viz., that the power of 
a company to contract is limited to the objects for which 
it is incorporated and matters incidental to or consequential 
upon such objects. It was held also in the case of Trevor 
v. Whitworth that “although it is an inflexible rule that 
apart from express power a company cannot purchase its 
own shares it may by a bona fide forfeiture become owner 
of them, and it may sell them at any price giving full credit 
for payments made by the prior holder.” 

In re Union Fire Insurance Co. it was stated, “There is 
no objection on the other hand to one shareholder whether 
he be a director or not, with his own money buying the 
shares of another and so getting rid of an objectionable 
shareholder.” However in the case of Hopkinson v. Mortimer, 
Harley & Co. (1917) it was held that “a forfeiture of shares 
by way of penalty against any shareholder who commenced 
legal proceedings against the company was ultra vires and 
therefore invalid.” In the Northern Electric and Mfg. Co. v. 
Cordova Mines Ltd. (1914) it was held that a company could 
not supply money or securities to assist a shareholder to fi- 
nance the purchase of his shares. This is in accord with the 
existing legislation, viz., section 15(1) of the Dominion 
Companies Act, “a company shall not make any loan to any 
of its shareholders or directors or give any financial assist- 
ance for the purpose of or in connection with a purchase 
made or to be made by any person of any shares of the 
company.” 

Equality of Treatment of Shareholders 

In the case of Alexander v. Automatic Telephone Co. it 
was held that the making of calls must be exercised with- 
out discrimination since it is one of the incidents of the 
rights of shareholders to equality of treatment. No calls 
had been made by the directors upon the shares held by the 
incorporators of the company. Directors arranged terms of 
the issue of shares to subsequent subscribers. It was held 
that the incorporators must pay on the same basis as sub- 
sequent subscribers. 

Directors are Liable for Amount Unpaid on Shares 
Transferred 

In re Peterborough Cold Storage Co. shares had been 

issued payable twenty-five per cent. on application 
106 








COMPANY LEGISLATION 


and twenty-five per cent. on allotment, yet the directors 
had not collected payments on certain shares included in 
the issue. Later when the company was becoming involved 
the directors transferred these shares to irresponsible 
parties. In an action by the liquidator it was held that the 
transfers were invalid and the directors were placed on the 
list of contributories. 
Reduction of Capital 

A company may not alter the amount of its capital 
except as authorized by supplementary letters patent. 
Where the proposed reduction of capital involves either 
diminution of liability in respect of unpaid capital or the 
payment to any shareholder of any paid-up capital every 
creditor shall be entitled to object to the reduction and the 
Secretary of State will issue such supplementary letters 
patent only if satisfied that the claims of every creditor of 
the company have been “discharged, determined or secured.” 
Heavy penalties are imposed upon the directors if the claims 
of creditors are not dealt with according to statutory re- 
quirements. 

Payment of Dividends Which Impair Capital 

The provisions against paying dividends out of capital 
are in accordance with the general rule that prohibits any 
transaction by a company in the nature of a reduction of 
or trafficking in the capital stock of the company except 
as expressly authorized by the statute or act of incorpor- 
ation. 

Because of the fact that accountants are already more 
or less familiar with the various cases through which rules 
have been established on various phases of this subject no 
outline of the case is given, and the rules are stated some- 
what concisely. 

(a) Definition of Capital—In the case of Verner v. Gen- 
eral and Commercial Investment Trust (1894) the term capital 
is defined as follows: “When it is said and said truly that 
dividends are not to be paid out of capital, the word ‘capital’ 
means the money subscribed pursuant to the memorandum 
of association or what is represented by that money. Accre- 
tions to that capital may be realized and turned into money 
which may be divided among the shareholders.” The case 
further established that “The fixed capital may be sunk 
and lost, yet the excess of current receipts over current 
expenses may be applied in the payment of dividends. How- 


AveusT, 1937. 107 





THE CANADIAN CHARTERED ACCOUNTANT 


ever, where the income of a company arises from the turn- 
ing over of the circulating capital no dividend can be paid 
unless the circulating capital is kept up to the original 
value as otherwise there would be a payment of dividend 
out of capital.” 

(b) Companies Whose Assets are of a Wasting Charac- 
ter—In the case of Lee v. Neuchatel Asphalte Co. it was held 
that the company which operates a property constantly de- 
creasing in value was not bound to make up in available 
assets the whole of its nominal share capital before paying 
dividends and that the directors were not bound to set 
aside a sinking fund. 

The existing provision in the Dominion Companies Act 
embodies a similar principle in Section 83(4) and is as fol- 
lows: “Nothing in the act shall prevent a company at least 
seventy-five per cent. in value of the assets of which are of 
a wasting character or any mining company from declaring 
or paying dividends out of its funds derived from the 
operations of the company notwithstanding that the paid- 
up capital of the company may be thereby reduced or 
impaired, if such payment does not reduce the value of its 
remaining assets so that they will be insufficient to meet 
all the liabilities of the company then existing exclusive 
of its paid-up capital.” 

(c) The Whole Accounts Must be Fairly Taken — In 
Foster v. New Trinidad Lake Asphalt Co. (1901) the provision 
was interpreted as follows: “The question of what is profit 
available for dividends depends upon the result of the whole 
accounts fairly taken for the year. Capital as well as profit 
and loss and although dividends.may be paid out of earned 
profits in proper cases notwithstanding a depreciation of 
capital, a realized accretion of the estimated value of one 
item of the capital assets cannot be deemed to be profit 
divisible amongst the shareholders without reference to the 
whole accounts fairly taken.” 

(d) Bad Debts Must be Provided for—As early as 1858 
in Regina v. Esdaile the directors were prosecuted and con- 
victed when dividends were declared and paid out of capital. 
The directors knew that debts hopelessly bad were carried 
forward in the balance sheet as assets. 

(e) Repairs Must be Provided for—Again in 1880 in 
the case of Davison v. Gillies a company allowed its plant 
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and equipment to become badly in need of repair and it 
was held that the declaration and payment of a dividend 
under such circumstances was ultra vires inasmuch as there 
could be no profits until proper provision had been made 
for repairs. 

(f) Surplus Shown by Honest Appraisal—In the case 
of Ammonia Soda Co. v. Chamberlain (1918) the company 
at one time had shown an amount standing to the debit 
of the profit and loss account which arose by debiting the 
account for certain sums for depreciation of buildings, plant 
and machinery, directors’ fees, bond interest, etc., during 
a period when gross trading profit was insufficient to pro- 
vide for the same. There was “no evidence of any actual 
depreciation” and “by a revaluation of the premises made 
honestly and in good faith by the directors the amount at 
which the company’s land stood in the balance sheet was 
largely increased with the result that a credit was created 
which would have enabled the previous debit to be written 
off. Part of this was written off out of the new credit and 
part out of subsequent net profits.” In subsequent years 
the directors declared and paid dividends which were less 
in amount than the net profits which were made in those 
years. In an action by the company against the directors 
to have them refund these dividends on the grounds that 
the profits of the subsequent years must first be applied to 
cover the previous loss it was held that this need not be 
done, that the dividends were not paid out of capital but 
out of profits and that the directors were under no liability 
to repay the same. 

(g) Circumstances of Each Particular Case Must be 
Considered—While the rulings in some of the cases referred 
to above may seem to be somewhat broad in their interpre- 
tation of the provision of the Act it may be assumed that 
the principle established in the case of Bond v. Barrow 
Haematite Steel Co. (1902) would be applied in determining 
whether dividends had been paid out of capital. It is, in 
part, as follows, “The question whether a company has 
profits available for distribution must be answered accord- 
ing to the circumstances of each particular case, the nature 
of the company and evidence of competent witnesses.” 
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THE AUDITOR’S REPORT 


[Evrtor’s NorE—This interesting reference to the development in 
content of the auditor’s report is reproduced from the issue of 26th June 
last of The Accountant (London) ]. 


T= first Joint Stock Companies Act (1845) contained 

provisions for the election of auditors by the “company 
in ordinary meeting.” The auditors thus elected were given 
permission to employ accountants to examine the accounts, 
which were to be prepared annually and the Act stated 
(Section 108 ) “auditors shall either make a special report 
on the accounts or simply confirm them.” 

The position was altered by the next Joint Stock Com- 
panies Act, in 1856. The provisions regarding the appoint- 
ment of auditors and the nature of the report they were 
to make were incorporated in Table B, a Schedule to the 
Act. This Table B was the forerunner of the Table A of the 
present day and automatically was adopted by any company 
incorporated under the 1856 Act, which did not exclude the 
whole or specific portions thereof. Paragraph 94 laid down 
that the auditors should state in their reports whether, 
“in their opinion, the balance sheet is a full and fair bal- 
ance sheet ... and properly drawn up so as to exhibit a 
true and correct view of the state of the company’s affairs 
and in case they have called for explanations or informa- 
tion from the directors, whether such explanations or in- 
formation have been given by the directors and whether 
they have been satisfactory.” 

These words and all the other matter regarding the ap- 
pointment and duties of auditors were substantially repro- 
duced in the Schedule attached to the 1862 Joint Stock 
Companies Act which remained the Statute Law until 1900. 

There was thus no statutory obligation to have auditors 
for companies from 1856 to 1900 with the exception of 
banking companies which under an Act passed in 1879 
were required to appoint auditors to report on their ac- 
counts. The 1900 Act extended the obligation to all com- 
panies and required the auditors to sign a certificate at 
the foot of the balance sheet, stating whether or not all 
their requirements as auditors had been complied with and 
furthermore to report to the shareholders, whether in their 
opinion the balance sheet was properly drawn up so as to 
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exhibit a true and correct view of the state of the com- 
pany’s affairs as shown by the books of the company. 

There are set out below the certificates of the auditors 
of Bryant & May Ltd. for 1885, 1901, 1920 and 1933, and 
this will indicate the application of the provisions of the 
successive Companies Acts. 

1885 

I certify the above to be a true statement of the liabil- 
ities and assets of the company, according to the books, 
which I have examined. 

1901 

In accordance with the provisions of Section 23 of the 
Companies Act, 1900, I certify that all my requirements as 
auditor have been complied with. 

I report that the books of the company are kept in the 
best possible manner, that vouchers for all cash payments 
have been produced, and that I have verified the bank bal- 
ance with the balance in the books of the bank and have 
examined the bills in hand and the vouchers for the secur- 
ities. These securities have been taken at cost, which is 
in excess of present quotations so far as same apply, al- 
though there has been no reduction in the income accruing 
therefrom. The stocks have been entered according to in- 
ventories at prices certified by the managing director and 
departmental managers not exceeding cost. Securities 
amounting to £51,203 10s. 1d. have been deposited against 
advances included in the total creditors appearing in the 
balance sheet. 

With these observations, I am of opinion the balance 
sheet of 31st December 1900, submitted herewith, is prop- 
erly drawn up so as to exhibit a true and correct view of 
the state of the company’s affairs as shown by the books 
of the company. 

1920 

In accordance with the provisions of the Companies 
(Consolidation) Act, 1908, we have examined the balance 
sheet of Bryant & May Ltd., dated 31st March 1920, as above 
set forth. 

We report that vouchers for all cash payments have 
been produced to us, that we have agreed the bank balance 
with the certificates of the bankers, and have examined the 
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vouchers for the securities. The wages and petty cash ex- 
pended at the Empire Works, Glasgow, for the six months 
ended 31st March 1920, have been audited by Messrs. Smith 
& Williamson, C.A., of Glasgow. 

The stocks in trade have been entered according to in- 
ventories at prices certified by the managing director and 
the departmental managers to be not exceeding cost, and 
the amount of the outlay on capital account has been deter- 
mined by the directors. 

We have obtained all the information and explanations 
we have required. 

In our opinion, the above balance sheet is properly drawn 
up, so as to exhibit a true and correct view of the state of 
the company’s affairs, according to the best of our informa- 
tion and the explanations given to us and as shown by the 
books of the company. 

1933 


We have audited the above balance sheet, dated 31st 
March 1933, and have obtained all the information and ex- 
planations we have required. In our opinion, such balance 
sheet is properly drawn up so as to exhibit a true and correct 
view of the state of the company’s affairs according to the 
best of our information and the explanations given to us, 
and as shown by the books of the company. 

The transition from the refreshing simplicity of the 
first report cited here to the stereotyped formula of 1933 is 
interesting and will be commented on in due course. The 
first report was issued while there was no statutory obliga- 
tion for a company to have an auditor at all, although a 
formula was set out in Table B of the 1862 Act for the use 
of auditors and according to the evidence of Mr. Frederick 
Whinney before the House of Lords’ Committee in 1898, 
this wording (except for the part regarding directors being 
asked for explanations and information) was widely adopted. 
Insert this generally omitted part, relating to explanations 
and information in the 1885 certificate and one has in effect 
the 1933 formula—dust unto dust. 

The Committee mentioned above was examining a draft 
Act which attempted to define the auditor’s duties in audit- 
ing a balance sheet to be drawn up in accordance with pro- 
visions in the draft Act. For instance, the balance sheet 
was to show the amount of debts considered doubtful and 
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the auditor was to certify this item and soon. Mr. Whinney 
(the evidence is quite graphic) pointed out in horror that 
there were numerous companies the number of whose debts 
ran into tens of thousands and demonstrated the practical 
impossibility of examining every item in such a total. Their 
lordships gave up the unequal struggle to assimilate the 
drier bones of accountancy and auditing into the dry bones 
of the law, obviously picked on Mr. Whinney’s answer to 
questions 904-5 (they must use all reasonable care and skill 
in ascertaining that the balance sheet is true and correct, 
to the best of their information) and Section 23 of the 1900 
Act duly emerged. The effect on the 1901 report cited 
is greater than might have been expected, the shareholders 
being now given, in addition to the statutory form of words, 
a medley of information regarding the audit, valuation of 
assets, and securities given for debts due. Evidently the 
profession was trying to respond to the sudden interest 
being displayed in the art of auditing. 

The 1906 Company Law Amendment Committee reported 
on the audit clause as follows :— 

We consider that the words “they have obtained all the 
information they have required” should be substituted for 
the words “all their requirements as auditors have been 
complied with.” And after the words “correct view of 
the state of the company’s affairs” the words “according 
to the best of their information and the explanations given 
to them and” should be inserted. These recommendations 
were duly incorporated in Section 113 of the 1908 Consolidat- 
ing Act. 

It will be observed that the emphasis has shifted from 
the books to the people who keep or control the entries in 
the books. Possibly as an acknowledgment of this, the 
auditor is allowed to qualify his report by weakening the 
direct affirmation of 1901. The alterations can be seen in 
the 1920 report quoted and it will also be noted that the 
auditors persist in giving details of audit and valuation. 

It would thus appear that the profession has followed 
the law faithfully in all its minor verbal variations while 
the lawyers have, after the abortive attempt of 1898, re- 
frained from meddling with something they could not com- 
prehend, and accepted the gradual evolution of accountancy 
opinion regarding the wording of the certificate which is 
epitomised in the 1933 Report. 
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NEW LEGISLATION RESPECTING TAXATION 
DOMINION AND PROVINCIAL 


The information published under this heading indicates only in 


general terms the nature of recent legislation of the Provincial govern- 
ments respecting Taxation. For the text of the legislation the readers 
should refer to the respective Acts. As the Dominion Income Tax 
Act, for the sake of convenience, has frequent office consolidations, 
any amendments to the Act each year will for reference purposes be 
published in full in this column. A copy of a Dominion statute can 
be obtained from the King’s Printer, Ottawa, and of a Provincial 
statute from the King’s Printer of the Province concerned. 

To provide information to chartered accountants who are called 
upon by their clients to prepare taxation returns in other provinces, 
the Dominion Association of Chartered Accountants some time ago 
sent to the reference library of each provincial Institute a complete 
set of tax legislation passed by the various Provincial legislatures, and 
is keeping this information up to date by sending copies of amend- 
ments to such legislation as soon as these amendments are available 
for distribution. 





I. Dominion 

Income War Tax Act—No amendments were passed at 
the 1937 session of Parliament. 

The Special War Revenue Act—The amendments passed 
in 1937, which are of interest to accountants, define the 
term “partly manufactured goods” in section 85 (c); and 
in section 86 (4) give authority to the Minister to make 
regulations for the purpose of determining what constitutes 
the current market value of furs. 

The Business Profits War Tax Act, 1916—At the last ses- 
sion of Parliament an Act was passed to revive and amend 
The Business Profits War Tax Act, 1916. Reference to this 
legislation was given at pages 417 and 418 of our issue of 
May last. 

II. Alberta 

The Corporations Taxation Act—This year’s amendments 
revise the rates of taxation as follows: 

(a) Special companies—The rates of taxation applicable 
to banks, insurance companies, loan companies, finance com- 
panies, investment companies, power companies and com- 
panies operating plants for recovery of naphtha of specified 
nature have been revised. For full particulars of the re- 
vised basis and rates of taxation reference should be made 
to the amending Act. 

(b) Other companies—Effective 1st January 1938 the 
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rates of taxation are: 50 cents for each $1,000.00 of auth- 
orized capital. (The minimum tax is $15.00; there is now 
no maximum limit). 

The Income Tax Act—There have been no amendments in 
1937 to date (1st August). 

The Corporations Temporary Additional Taxation Act—This 
Act as amended in 1936 provided for an increase of 10% 
in the taxes payable under The Corporations Taxation Act for 
the years 1932 to 1937 inclusive. The 1937 amendment 
provides for the continuance of this additional tax in the 
year 1938. 

III. British Columbia 


The Taxation Act and the Income Tax Act were not 
amended at the 1937 session of the Legislature. 


IV. Manitoba 


The Corporations Taxation Act — There have been no 
amendments in 1937 to date. (1st August). 

The Income Taxation Act—The Income Tax Act (chapter 
91, 1924) and the Special Income Tax Act (chapter 44, 1933) 
have been repealed. 

The Income Taxation Act (chapter 43, 1937) is declared 
to be a revision and consolidation of the above-mentioned 
Acts and the repeal of the said Acts does not affect any 
obligation or liability accrued, accruing or incurred under 
either of the said Acts. 

Except for certain amendments which merely relate to 
the administration of the Act the only amendments were 
as follows: 

(a) The income of officials of Great Britain or any 
of its self-governing colonies whose duties require them 
to reside in Manitoba and who are not engaged in any 
business or calling other than the duties appertaining 
to their social position is not liable to taxation. 

(b) Whenever a company carrying on business in 
Manitoba, advances or has advanced moneys to a non- 
resident company and such advances remain outstand- 
ing for a period of one year without any interest or 
reasonable rate of interest having been paid or credited 
to the Manitoba company the minister may, for the 
purposes of the Act, determine the amount of interest 
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on such moneys which shall be deemed to have been 
received as income by the Manitoba company. 

(c) Where a person transfers property in trust un- 
der conditions which leave with the donor power of 
disposition over the fund the donor is nevertheless liable 
to be taxed on the income derived from the property 
transferred in trust or from property substituted there- 
for as if such transfer had not been made. 

(d) A company which is carrying on business in 
Manitoba may file a return in which its profits and the 
profits of its subsidiaries which are also carrying on 
business in Manitoba are consolidated. 

(e) Effective in respect of fiscal years ending in 
1937 and subsequently the rates of tax applicable to 
corporations and joint stock companies are as follows: 

Single returns ........... 5% 
Consolidated returns ...... 7% 


V. New Brunswick 
The Corporations Tax Act—Several of the provisions affect- 
ing banks and insurance companies have been amended in 
1937; also sub-section (1) of section 10A, which is quoted 
in full on pages PT2 and PT3, has been amended. This sub- 
section as amended now reads as follows: 

(1) Every company or corporation, the majority of 
whose stock issued and outstanding is owned or 
held, either directly or indirectly, by companies, 

: corporations, or persons incorporated or resident 
) without the province, having an established place 
or places of business within the province, and 
| every partnership, firm, association or person 
carrying on an established business within the 
| province as a.branch or part of or in connection 
with an established business carried on without 
the province and engaging in the sale of goods, 
chattels, ware or merchandise within the Province 
direct to the consumer, shall pay a tax upon the 
amount of its or his gross sales by retail of goods, 
chattels, wares or merchandise to be delivered 
within the Province or, as may be decided by 
order of the Governor in Council, every such 
company, corporation, partnership, firm, associa- 
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tion or person shall pay as an annual tax a certain 
amount, as may be fixed by order of the Governor 
in Council, for each place of business established 
in the Province by each of such companies, corp- 
orations, partnership, firms, associations or per- 
sons, or as the Governor in Council may decide 
an amount to be graded according to the amount 
of its or his gross sales by retail in the Province 
provided that this sub-section shall not apply to 
any company, corporation, partnership, firm, as- 
sociation or persons whose principal business or 
occupation within the Province is that of the 
production of natural products or of manufactur- 
ing or both. 


VI. Nova Scotia 
The Domestic, Dominion and Foreign Corporations Act was 
not amended at the 1937 session of the Legislature. 
The only amendment of The Provincial Revenue (Cor- 
porations) Act makes provision for a change of the rate 
of taxation applicable to chain stores. 


VII. Ontario 

The Corporations Tax Act—Certain amendments affecting 
mining companies were passed in 1937. See section 3, sub- 
sections 23c (i), (ii), (iii). 

The tax on capital does not now apply to that portion 
of the paid-up capital of any incorporated company whose 
only business is the holding of real estate for sale or rent 
and the owning of buildings used as hotels and apartment 
houses (including also office buildings) which is in excess 
of an amount of capital of which the net revenue earned 
from the operation of such business, before deduction of 
interest and dividends on any obligations of the incorpor- 
ated company which are included as its paid-up capital, 
would be eight per centum. 

Heretofore the taxes imposed on incorporated companies 
became due on January 1 and have been payable on June 
30 of each year and were based on the position disclosed 
by the annual accounts of the company for the fiscal year 
ending in the previous calendar year. Commencing with 
fiscal years ending in 1936 the taxes are now imposed in 
respect of the fiscal year; are due on the last day of such 
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fiscal year; and are payable within six months thereafter. 
Companies having fiscal years ending between Ist January 
1936 and 30th September 1936 were required to file returns 
for such fiscal year on or before 31st March 1937. All taxes 
heretofore paid are now deemed to have been paid for the 
fiscal year ending in the calendar year next preceding the 
year of payment. It should be noted that all incorporated 
companies whose fiscal year ends on any date in the period 
from January 1 to June 30 will be required to file two re- 
turns in 1937, i.e. a return for the fiscal year ending in 
1936 on 3lst March 1937 and a return for the fiscal year 
ending in 1937 within six months of the close of such fiscal 
year. 

Important changes have been made in the regulations 
effective for the fiscal years ending in 1936. These regula- 
tions are bound with the office consolidation of The Corpora- 
tions Tax Act. 

The principal changes relate to the method of calculating 
the proportion of the paid-up capital and revenue respective- 
ly subject to taxation, of incorporated companies with head 
office in Ontario. Heretofore the paid-up capital and revenue 
have been allocated to the various jurisdictions in the ratio 
that the sales in such jurisdictions bear to the total sales. 
In some cases the ratio of assets located in other juris- 
dictions to the total assets was used as a basis for allocat- 
ing paid-up capital and revenue. The paid-up capital and 
revenue thus allocated to any jurisdiction in which the com- 
pany maintained an office or place of business was exempt 
from taxation in Ontario. Under the revised regulations 
the paid-up capital and revenue is allocated to other juris- 
dictions in the same manner as heretofore but the deduc- 
tion from the tax payable is limited to the lesser of, (a) 
the tax which would otherwise be payable on the paid-up 
capital and revenue allocated to such other jurisdiction and, 
(b) the taxes actually paid in such jurisdiction in respect 
of capital and revenue respectively. 

The Income Tax Act of Ontario, 1936 — The principal 
amendments in 1937 were as follows: 

(a) The exemption in respect of the portion of the re- 
muneration of a taxpayer retained by his employer in con- 
nection with an employee’s superannuation or pension fund 
or plan is now limited to $300.00. 
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(b) The tax paid under the Dominion Income War Tax 
Act on that part of a person’s income derived from a per- 
sonal corporation which is incorporated outside of Canada 
or has its head office outside of Canada is not now allowed 
as a deduction from income for the purposes of The Income 
Tax Act of Ontario, 1936. 

(c) The provision relating to deduction from the tax 
otherwise payable in respect of taxes paid to Great Britain, 
etc. has been clarified. 

(d) A number of amendments affecting income from 
trusts have been introduced to bring the provisions of the 
Ontario Act into line with corresponding provisions of the 
Dominion Income War Tax Act. 

(e) The tax may now be payable as to one third with the 
return and as to the balance within four months thereafter. 
The balance carries interest at the rate of 5% per annum as 
from the last day prescribed for making the return. Addi- 
tional interest at the rate of 3% per annum is payable on 
any deficiencies in the instalments as from their respective 
due dates. 

The Assessment Act—Certain amendments affecting prop- 
erty assessments have been passed. There has been no re- 
vision of the provisions relating to income (corporation) 
assessments. 

The Companies Information Act — There have been no 
amendments in 1937 to date (1st August). 


VIII. Prince Edward Island 

Companies Tax Act—There have been no amendments 
in 1987 to date (1st August). 

The Income and Personal Property Taxation Act—The prin- 
cipal amendments in 1937 were: 

(a) Exemptions extended to include $200.00 for each 
dependent child or grandchild of the taxpayer under twenty- 
one years of age and for each child or grandchild twenty- 
one years of age or over dependent on taxpayer because 
of mental or physical infirmity. This amendment becomes 
effective on a date to be fixed by proclamation. 

(b) Rates of taxation applicable to insurance companies, 
banks and loan and trust companies have been revised. 

(c) Annual tax of $500.00 imposed in respect of each 
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theatre forming part of a “theatre chain” (of four or more 
theatres). 

(d) Provisions covering requirements imposed on deal- 
ers in securities have been repealed. See sections 73 to 77 
of Chapter 4. 


IX. Quebec 


Corporation Tax Act—There have been no amendments 
in 1937 to date (1st August). 


X. Saskatchewan 


The Corporations Taxation Act—The amendments affect 
only certain special types of companies. Grain companies 
have been brought under the Act and provision has been 
made for the taxation of chain stores. The increase in taxa- 
tion of insurance companies effective in the year ending 
80th April 1937 has been continued for the year ending 30th 
April 1938. 

The Income Tax Act 1936—The few amendments in 1937 
do not affect the basis or rates of taxation and would appear 
to have been introduced for the purpose of clarifying certain 
provisions. 
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ONTARIO NOTES 
Ontario Succession Duty Act Amendments, 1937 


HE amendments to this Act made at the last session 

of the Legislature of Ontario are numerous although 
many of them do not effect any serious change in the law. 
Some of them, however, do mark a definite change in policy, 
which will be welcomed by interested observers as reason- 
able and just. 

Lifetime Gifts to Members of Family—Until this year, all 
gifts made by the deceased during his lifetime as far back 
as Ist July 1892 were taken into account for taxation pur- 
poses, except in the case of certain gifts to charity and 
in the case of dispositions made more than three years 
before the death of the donor to father, mother, child, son- 
in-law or daughter-in-law, to the value of $20,000 in the 
aggregate, among all of them, or $500 to any one person, 
irrespective of his or her relationship to the deceased. These 
provisions have been retained but the exemption has been 
extended to all gifts of whatever amount made more than 
ten years preceding the death, when made to members 
of the family as defined in the Act. This definition in- 
cludes those mentioned above, as well as husband, wife, 
brother, sister, grandfather and grandmother of the de- 
ceased, and certain relatives and descendants of those 
named. In fact the class includes almost every relative, 
however remote, who might expect to be the object of the 
testator’s bounty. A gift made to any outside this class 
will, of course, still be taxable if made on or after 1st July 
1892. 

Gifts for Necessaries or Education—A further concession 
has been made in the case of dispositions by the deceased 
during his lifetime for necessaries or education for partly 
or wholly dependent members of the family. There was 
previously no exemption for such expenditures. 

Annuities—Under the Act of 1934, annuities of not more 
than $100 per annum were exempt. This provision is re- 
tained, but a further exemption is provided for any an- 
nuity contracted for by the deceased during his lifetime, 
whether in connection with his employment or otherwise 
and paid to the wife, or any dependent father, mother, 
brother, sister or child of the deceased to the extent of 
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$1,200 per annum in respect of any one person and to the 
extent of $2,400 per annum in the aggregate. 

The Ontario Government are to be commended on the 
inauguration of this legislation which will go a long way 
to encourage employees and heads of families to provide 
for their families in such a way that they may never be- 
come a charge upon the public purse. Pensions to members 
of the family by reason of any employment, or of the em- 
ployment of the deceased as a civil servant, are also exempt. 

Value of Securities—The amended Act sets out the method 
of determining the fair market value of securities or any 
interest in a partnership or owner-operated business held 
at the time of death. Any debts due to any member of 
the family by such business or other company in which the 
deceased is interested to the extent of more than fifty per 
cent. will not be allowed as a deduction from the amount 
of the estate, except to an amount which the Provincial 
Treasurer deems reasonable and proper. 

Gifts to Charities—Religious, charitable or educational 
gifts made during lifetime or by will for purposes to be 
carried out in Ontario remain exempt as well as a proportion 
of those made for purposes to be carried out by organ- 
izations operating both within and outside Ontario; but 
total exemption has been extended to gifts to the Canadian 
Red Cross Society. 

Insurance to Provide Duty—The former provision exempt- 
ing moneys payable on an insurance policy taken out for 
the payment of succession duty is repealed, but it will still 
apply to policies taken out prior to 8th March 1937. The 
provision referred to, however, makes taxable premiums 
paid on such a policy. 

Preservation of Records—A new provision requires that 
no person acting in the administration of an estate having 
an aggregate value of over $50,000 shall destroy any papers 
relating thereto without obtaining the consent of the Pro- 
vincial Treasurer. 

Rates of Duty—The rates of duty payable remain un- 
changed. 

Reciprocal Arrangements Cancellation—While strictly not 
an amendment to the Act, action taken recently by the 
Ontario Government in cancelling existing reciprocal ar- 
rangements with other Provinces has the effect of an amend- 
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ment in its result. Power is given under the Act to the 
Lieutenant-Governor in Council to enter into arrangements 
with other taxing jurisdictions so that where a duty is 
paid on assets in these jurisdictions, Ontario will not tax 
them again. Advantage was taken of this, and reciprocal 
arrangements were entered into with several of the prov- 
inces of Canada, with Great Britain and certain British 
Territories. Arrangements with the other Provinces have 
now been cancelled, on the ground that they operated un- 
favourably for Ontario. This should not excuse an action 
which will result in duplicate taxation on assets taxable 
in Ontario and other provinces. It has been suggested that 
Ontario wants to be free from all extra-provincial entangle- 
ments before a survey is made by the Royal Commission 
on Taxation which is to sit in the near future. If this 
is so, it is to be hoped that reciprocal arrangements will 
be restored as soon as possible, in order to avoid unfair 
duplicate taxation with its resulting confusion and litiga- 


tion. 
G. R. G. Baker 


THE 1937 ESSAY COMPETITION 


The Editorial Committee has experienced much satisfac- 
tion with the results of the annual essay competition in re- 
cent years and, to encourage further efforts of the young 
graduates of the provincial Institutes, offers this year two 
prizes—one for $50 to be awarded to the person whose essay 
in the opinion of the judges receives the highest grading 
in the contest, and a second prize of $35 to be awarded to 
the person whose essay receives the second highest grading. 
Each contestant, as was the case in last year’s competition, 
will make his own choice of an accounting subject. Fol- 
lowing are the rules of the Competition: 


Rules 


(i) All who have passed the final examination of one 
of the nine provincial Institutes since 1st Jan- 
uary 19382 are eligible for the contest. 

(ii) The essay must be sent in duplicate—.ec. with a 
carbon copy thereof—to reach the Editor by 1st 
December 1937. 
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(iii) The essay should be typewritten on letter-size 
paper (814 x 11) on one side only, in double 
spacing, and, if possible, should not exceed 4,000 
words in length. (A typewritten page with 
double spacing contains about 250 words.) 

(iv) When authorities are quoted, reference thereto 
should be indicated in a footnote, giving volume 
and page. 

(v) The name and address of the sender must be sent 
in a SEALED ENVELOPE accompanying the 
essay; the subject of the essay should appear 
on the envelope. 

(vi) The decision of the judges in the Competition shall 
be final 

(vii) The Editorial Committee reserves the right to 
reproduce in THE CANADIAN CHARTERED ACCOUNT- 
ANT any one or more of the essays submitted. 

(viii) All essays should be sent to The Editor, Tur Can- 
ADIAN CHARTERED ACCOUNTANT, 10 Adelaide 
Street East, Toronto. 





GENERAL NOTES 


GENERAL NOTES 


Our Contributors This Month 


W. Roy Dillon who writes on wills and executorships was 
born in Montreal and received his education at Loyola 
College (B.A.), the Royal Military College and McGill Uni- 
versity (B.C.L.). After a period of public practice, he 
joined The Royal Trust Company as Trust Officer in 1929. 
The name of F. Bradshaw Makin is familiar to any of our 
members who read The Accountant (London), since Mr. 
Makin has been a regular contributor thereto for the past 
twelve years. He also contributes to other technical papers 
in Great Britain. Professor C. E. Walker of Queen’s Uni- 
versity, Kingston, gives again this month an interesting 
article on company legislation in Canada. 


No International Congress in Italy 


In our July issue reference was made to a proposed 
international congress on accounting to be held in Italy 
in September next. Word has now reached us that the 
congress has been cancelled and that the profession in Italy 


is giving its support to the International Congress to be 
held in Germany in 1938. 


Youth Training 


The Federal Department of Labour announces that 
agreements have been reached between the department and 
the governments of Manitoba, Saskatchewan, Alberta and 
British Columbia on youth training, the Dominion to con- 
tribute to the project an amount equal to that spent by 
the provinces concerned. The assistance thus arranged will 
apply in the case of unemployed men and women between 
the ages of eighteen and thirty. 

The courses to be provided for men include instruction 
in agriculture, forestry, placer mining and urban occupa- 
tions. Physical and health education will be available to 
those of both sexes. Courses in household economics, home 
craft and suitable farm subjects will be arranged for the 
women. It is expected that the outlay of the Dominion 
on this project in youth training will be about $400,000. 
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LEGAL DECISIONS 


[Eprtor’s Note: The following are brief summaries of recent de- 
cisions of the Canadian Courts as taken, by the kind permission of 
the Canada Law Book Company, from the Dominion Law Reports. 
In each case reference is made to the volume of the Reports where the 
full judgment may be found. It should be kept in mind that the de- 
cisions given may not in every case be final.] 


Bankruptcy—Priority of liens or preferred claims 
(re General Fireproofing Co.) 


Supreme Court of Canada 

In distributing the estate of a bankrupt under s. 121 of 
the Bankruptcy Act, held that claims founded on liens or 
otherwise preferred by statute are payable in the following 
order of priority: (1) Tax liens of the Province; (2) liens 
for municipal assessments and rates of the Hydro-Electric 
Commission as a municipal agency; (3) landlord’s lien for 
rent; (4) custodian and trustee fees and expenses; (5) 
claims of the Workmen’s Compensation Board. The Min- 
ister of National Revenue, having no lien for taxes due the 
Dominion Crown under the Special War Revenue Act, 
R.8.C., 1927, c. 179, s. 86, takes first among ordinary cred- 
itors by virtue of Crown prerogative.—[1937] 2 D.L.R. 30. 

(References to this case appear also at pages 145, 325, 
and 493 of THe CANADIAN CHARTERED ACCOUNTANT, volume 
29.) 





Companies—lIssue of stock in return for services—Validity 
(Waschysyn v. Kildonan Ice & Fuel Co. et al.) 


Court of Appeal of Manitoba 

An arrangement whereby, under a resolution unani- 
mously enacted at a general meeting of the company at 
which plaintiff was present, shares were issued to a person 
in consideration of his selling certain property to the com- 
pany and accepting the management of the company and 
upon condition that he should not receive a dividend there- 
on but hold them as trustee for the shareholders with 
power to vote thereon for stated purposes, is a matter 
wholly of internal management with which the Court may 
not interfere.—[1937] 2 D.L.R. 653. 

(Note—The Kildonan Ice & Fuel Co. was incorporated 
in September 1926 under the Companies Act of Manitoba). 
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Income tax (provincial)—Liability of judges to pay 
(Judges v. Attorney-General of Saskatchewan) 
Judicial Committee of Privy Council 

Judges of the Courts of Saskatchewan, being persons 
“ordinarily resident in Saskatchewan” are subject to the 
provisions of the Income Tax Act 1932 and their salaries are 
not exempt by virtue of their position as Judges appointed 
under the provisions of s. 96 of the B.N.A. Act.—[1937] 
2 D.L.R. 209. 





Stock dividends as “usufruct” or “civil fruits”— 
Rights of donee 
(Laverdure v. du Tremblay et al.) 
Judicial Committee of Privy Council 

Stock dividends are “usufruct” or “civil fruits consid- 
ered to be acquired day by day” within the meaning of art. 
451, C.C. (Que.), to which the usufructuary or owner of 
the shares is entitled. A donee of such shares under a deed 
of gift is therefore entitled to dividends on the shares de- 
clared several days after his death, as fruits acquired day 
by day, and are claimable by the universal legatee of his 
estate —[1937] 2 D.L.R. 561. 





Succession duty on deposit receipt—Situs of debt— 
Certificate of deposit a negotiable instrument 
(Provincial Treasurer of Manitoba v. Bennett et al.) 


Supreme Court of Canada 

A deposit receipt belonging to a person domiciled in the 
United States, for funds on deposit in a bank in Manitoba, 
is not property situated within that Province and not sub- 
ject to succession duty under the laws of that Province. 

A certificate or receipt of deposit, payable to the holder 
“or order,” is a negotiable instrument under the Bills of 
Exchange Act, notwithstanding that it provides for notice 
of withdrawal and against interest if the money is with- 
drawn within a certain time.—[1937] 2 D.L.R. 1. 





Succession duties—Valuation of hotel property 
(Re Leiser; Forman et al.) 


British Columbia Court of Appeal 
In valuing hotel property for succession duty assess- 
ments, depreciation of the property due to economic condi- 
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tions and loss of liquor trade upon enactment of the Liquor 
Control Act so that it is no longer operated profitably as a 
hotel business are to be considered in determining its fair 
market value.—[1937] 2 D.L.R. 341. 


PROVINCIAL NEWS 


ALBERTA 


The Twenty-seventh Annual Meeting of the Institute 
of Chartered Accountants of Alberta was held at the Mac- 
donald Hotel, Edmonton, Alberta, on Saturday 26th June 
1937. The meeting opened with a luncheon at which 42 
members were present and also the following guests:— 
His Honour, J. C. Bowen, Lieutenant-Governor of Alberta; 
Dr. W. A. R. Kerr, President of the University of Alberta; 
Mr. and Mrs. Thomas Rutherford, Calgary, Mr. and Mrs. 
James Kerr, Sr., Calgary; Mr. and Mrs. McIntosh, Edmon- 
ton; Mr. Shankland, Cranbrook, B.C., parents of successful 
candidates in the recent examinations, and Mr. Gerald Bren- 
nan, Edmonton, brother of another new member; Ronald 
Martland, Esq., Edmonton and Mr. T. Chambers, Edmonton. 

His Honour, the Lieutenant-Governor, addressed the 
gathering on behalf of the Province. 

Dr. Kerr gave a short address and congratulated the 
successful candidates and prize winners in the April ex- 
aminations of the Institute and presented membership 
certificates to J. G. Duncan, James Kerr, Fred E, Maxie, 
J. E. McIntosh, B.Com., Frederick A. Rutherford, and A. J. 
Shankland. He also handed the certificate of James Bren- 
nan, New York, to his brother. 

The Institute Prize in the Final examination was pre- 
sented to A. J. Shankland, and Thomas Chambers received 
the Bronze Medal in the Primary examination. The Inter- 
mediate prize awarded to D. G. Gaetz was handed to his 
employer for delivery. 

The business session followed after a brief adjournment, 
the chair being occupied by the President, E. M. Gunderson. 

The various reports were read and amendments to the 
by-laws dealt with and the council for the year 1937-1938 
elected as follows:—M. G. Graves, E. M. Gunderson, F. M. 
Harvey, T. Humphries, C. M. Lang, C. P. Mackintosh, 
G. P. Ponton, F. A. Smith, and J. H. Williams. 
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E. M. Gunderson and F. A. Smith were elected as repre- 
sentatives on the Dominion Council, E, D. C. Thomson as 
a member of the Senate of the University of Alberta, and 
Fred E. Maxie as honorary auditor. 

After dinner a very enjoyable social evening was spent. 

At the Council Meeting held in the evening the following 
officers were elected for the year:—F. A. Smith, President; 
G. P. Ponton, 1st Vice-President; T. Humphries, 2nd Vice- 
President; and John H. Williams, Secretary-Treasurer. 


MANITOBA 


The fifty-first Annual Meeting of The Institute of 
Chartered Accountants of Manitoba was held on 24th June 
by courtesy of the Motor Country Club, at Lower Fort 
Garry where a large representation of the members at- 
tended. 

The meeting of the Institute was preceded by a meet- 
ing of The Manitoba Chartered Accountants’ Benevolent 
Association formed a few years ago and whose trustees 
were able to report progress in the matter of interesting 
the majority of our members in this effort. 

The Institute meeting was presided over by the Presi- 
dent, Mr. William Aitken, and the report of the Council 
was presented for discussion and adoption. The accounts 
of the Institute were in a healthy condition, there being 
a surplus of income over expenditures for the year. 

Some amendments to the By-laws were passed and a 
recommendation in the annual report was adopted by the 
meeting that the incoming Council be requested to appoint 
a committee to prepare a complete revision of the by-laws. 

The report in regard to the Institute classes of instruc- 
tion showed that progress had been made and the meeting 
approved of the appropriation of an annual sum for prizes 
and scholarships to students of the classes. 

The balloting for seven members of Council, whose 
term will expire 3lst May 1939, resulted in the election 
of R. T. Cunningham, William Gray, F. Johnson, Stanley 
D. Laing, Walter J. Macdonald, John Parton and Edward 
J. Williams. 

At the statutory meeting of the new council following 
the Institute meeting, Mr. W. Aitken was re-elected Presi- 
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dent, Mr. Thomas W. Saul, Vice-President and Fred C. Gil- 
bert, Secretary-Treasurer. 

The business meeting was followed by a luncheon on 
the verandas of the Motor Country Club and the privileges 
of the grounds for golf, etc., were afterwards open to our 
members. 

The results of the recent Final and Intermediate ex- 
aminations of the Institute are as follows: 

Final: Complete Standing — George Black, J. H. 
Broughton, R. Dunwell, A. Findlay, F. Haddock, Alex. Hunt, 
N. I. Hurley, K. Kelsey, H. Latter, J. R. McInnes, M. E. 
McKay, F. L. Nason, C. A. Read, H. Sharp, E. H. Sharpe, 
J. R. Steinhoff, E. Thomas, and D. White. 

The following passed in Auditing only: W. K. Coutts, 
R. M. Dott, G. L. McIntosh, J. H. Rogers, T. A. Saul, and 
H. Wookey. 

The following passed in Accounting only: J. Morrison. 

Intermediate: Complete Standing— A. E. Boyd, R. R. 
Counsell, C, Cowperthwaite, Bruce Davis, G. Grant, G. 
Hawkins, W. MacDonell, R. B. Simpson, and H. Sutherland. 

The following passed in Auditing only—W. Dunsheath. 

Medals and Prizes: Final—The War Memorial Gold Medal, 
endowed by the late Harry Webb, and an Institute prize 
of books were won by George Black. Intermediate—A Hen- 
derson Silver Medal and an Institute book prize were won 
by both Bruce Davis and H. Sutherland. R. B. Simpson 
received Honourable Mention and an Institute book prize. 


NOVA SCOTIA 

The Nova Scotia Institute held its annual meeting on 
29th June last in the Lord Nelson Hotel when about thirty 
members of the Institute from various parts of the prov- 
ince were in attendance. 

The first session convened at 10 a.m. and during the 
morning session general business of the Institute was dealt 
with. After the luncheon adjournment and the election 
of the new officers and council, the new proposed by-laws 
which were drafted by the Institute’s solicitor were given 
consideration, but as the evening did not provide sufficient 
time for dealing with all the amendments, the meeting was 
adjourned to meet July 5th at the same place. 
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The new officers and council for the year 1937-38 are as 
follows :—President, J. E. Lloyd; Vice-President, G. E. Hay- 
man; Council: R. I. Baleom, G. W. Dickson, D. S. Hart, 
T. H. Johnson, F. A. Nightingale, L. E. Peverill, S. B. Rhude 
and F. E. Smith—all of Halifax, and W. A. Morrell of 
Amherst. 

Mr. F. A. Nightingale, Vice-President of the Dominion 
Association, and R. I. Balcom were chosen to represent the 
Institute at the annual meeting to be held in Vancouver. 

The question of the Maritime Convention tentatively 
arranged for Charlottetown, Prince Edward Island, in the 
month of September, was discussed at some length by the 
meeting. Mr. W. E. Massey, Secretary-Treasurer of the 
Prince Edward Island Institute, made a strong plea for a 
large attedance of Nova Scotia members, and it was ex- 
plained that the President and the Secretary-Treasurer of 
the Dominion Association were planning to be present. 


ONTARIO 


The Institute of Chartered Accountants of Ontario held 
its Fifty-fourth Annual General Meeting at the Royal York 
Hotel, Toronto, on Friday, June 25th. President Kris A. 
Mapp in opening the meeting referred to the continued in- 
terest shown by the membership in the affairs of the In- 
stitute as evidenced by the large number present from var- 
ious parts of the Province. Changes in by-laws as approved 
by the Council were adopted after discussion. The Council 
elected for the ensuing year is as follows: A. G. Calder, 
Gordon D. Campbell, P. H. B. Dawson, H. Percy Edwards, 
G. C. Ferrie, J. F. Gibson, Fred C. Hurst, W. G. H. Jephcott, 
Kris A. Mapp, A. E. Nash, W. Holland Pettit, A. B. Shepard, 
J. W. Taylor, R. F. Bruce Taylor and George A. Welch. 
The representatives elected to serve on the Council of the 
Dominion Association of Chartered Accountants are A. B. 
Shepard, Kris A. Mapp and Gordon D. Campbell. J. A. 
Rogers and Holland Pettit, Jr., were elected auditors. 

Immediately following the annual general meeting the 
Council held its first meeting at which the following officers 
were elected for the year: A. B. Shepard, President ; Gordon 
D. Campbell, 1st Vice-President ; George A. Welch, 2nd Vice- 
President. J. W. Taylor was re-elected Secretary-Treasurer. 
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In the afternoon the Golf Tournament was held at the 
championship St. Andrew’s course and resulted in many fine 
scores being turned in. The H. Percy Edwards Trophy was 
won by R. W. Ure. 

A supper-dance for the members and their friends was 
held in the evening at the Royal York Hotel with nearly 
five hundred attending. 


PERSONALS 


Messrs. David Rothenberg & Co., Chartered Accountants, 
announce the opening of an office at 1405 Peel Street, Mont- 
real, for the practice of their profession. 


OBITUARIES 

























The Late Charles A. Hodgson 


The Society of Chartered Accountants of the 
Province of Quebec reports with regret the death 
at Montreal on 10th July of Charles A. Hodgson a 
member of the firm of Creak, Cushing and Hodgson. 
Mr. Hodgson was admitted to membership in the 
Society in 1905 and served on Council in the years 
1905-07, 1913-15 and 1917-19. As he was an out- 
standing member of the Society his passing is a 
great loss to the profession. 

To his widow and family the Society extends 
deep sympathy. 





The Late A. T. Lawson 


The Institute of Chartered Accountants of On- 
tario regrets to announce the death at Leaside, 
Ontario, on July 5th last of Arthur Thomas Lawson. 

The late Mr. Lawson, admitted a member of the 
Institute in 1900, served on the Council in 1904-6 
and of late years had been practising his profession. 

To his widow and sons the Institute extends 
sincere sympathy. 
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UNIFORM SYSTEM OF ACCOUNTS FOR GAS UTILITIES 
By the National Association of Railroad and Utilities Commissioners. 


(Published by The State Law Reporting Company, 30 Vesey Street, 
New York, 1937, paper, 168 pp., $2.00) 


The system of accounts covered in this book was prepared for the 
gas utilities of the United States by the Committee on Statistics and 
Accounts of the National Association of Railroad and Utilities Com- 
missioners and was recommended, during 1936, by the said Association 
to the utilities commissioners for consideration and adoption in their 
respective jurisdictions. I am honoured at having the privilege of 
writing this review for THE CANADIAN CHARTERED ACCOUNTANT. 

This book is set up in the form of a manual of instructions in 
a similar manner to the books of accounting classification in use in 
some large companies. The book opens with definitions of the terms 
used therein, followed by general instructions on the accounts and the 
manner in which the books are to be kept. Next come a list of the 
general ledger accounts and the form and content of the balance sheet: 
instructions are given as to what type of item is to be charged or 
credited to each account. 

The main difference between the accounting for a utility and for 
the average manufacturing company is the prominence of the utility’s 
fixed capital and operating expenditure accounts and the relative un- 
importance of its inventories, and for this reason separate sections 
of the book are devoted to the utility plant and operating expense 
accounts. Lists of the plant, operating revenue and operating ex- 
penditure accounts are given with instructions as to the nature of the 
items to appear in the various accounts, and the manner in which 
the profit and loss statement must be prepared is described. 

All instructions are brief; no explanations are given as to why 
the various accounts are to be handled in the manner described but 
it must be remembered that this is an outline of a system of accounts 
and not a treatise on the theory of utility accounting. The instructions 
provide for no alternatives and the adoption of the system outlined 
would leave little leeway to the accountant. A very large number 
of detail accounts are required; possibly some of these could be 
eliminated. 

There are certain parts of the classification which do not meet 
with my approval; for example, under “Plant” the instructions state— 
“Each utility shall classify its utility plant as of the effective date 
of this system of accounts in accordance with the utility plant ac- 
counts described herein. The classification shall be so made as to 
show both the original cost and the cost to the utility of its utility 
plant.” For property acquired by purchase from another company 
the utility is required to record the difference between its purchase 
price and the cost to the original owner, estimated if not known, in a 
separate account called “Utility Plant Acquisition Adjustments.” The 
amortization of the latter account must be kept separate from provision 
for depreciation of original cost. This should not be necessary in the 
case of a bona fide purchase of utility property as it is my opinion 
that the original cost has, as a general rule, no bearing on the value 
at which it should be recorded in the books of the purchasing com- 
pany. The Association does not state why it demands the Utility 
Plant Acquisition Adjustment Account to be recorded on the books 
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and I do not wish to read anything into the classification which is 
not there, but it seems probable that the Commissioners might treat 
the amortization as separate from provision for depreciation of cost 
and not allow it as a component of cost in a rate case. It is to be 
noted that on one occasion the United States Supreme Court under- 
took to make clear that its decision was not to be construed as 
meaning that the actual cost to a utility of the acquisition or con- 
struction of its property was to be disregarded in rate making. It 
follows, therefore, that it did believe that original cost should be 
taken into consideration. 

To the reader who has not come into direct contact with gas 
utility companies the text of accounts should prove of interest and 
he should get some idea therefrom of the various methods used in 
the production and distribution of gas and the treatment of the costs 
relative thereto. In the case of a utility company, the ratepayers’ 
interests as well as those of the shareholders must be protected for 
the reason that as a rule the utility for economic reasons is a mono- 
poly and the rates are not governed by the laws of supply and demand. 

The system outlined was drawn up after much study and discus- 
sion and the book should prove useful as a reference book for Canadian 
accountants who come into contact with utilities and to the accounting 
officers of such companies, even though they may not approve of the 
system in its entirety. 

G. MEREDITH SMITH. 


Montreal, 2nd July 1937. 


UNIFORM SYSTEM OF ACCOUNTS FOR ELECTRIC 
UTILITIES 


By the National Association of Railroad and Utilities Commissioners. 


(Published by The State Law Reporting Company, 30 Vesey Street, 
New York, 1937, paper, 218 pp., $2.00) 


The system of accounts as set forth in this book is designed for 
and is of especial interest to those in charge of Electric Utilities. This 
fact limits its direct application to a large degree. 

However, the material contained therein in the form of definitions 
and descriptions of accounts is useful to any accountant. 

The definitions of terms used and the general instructions are 
clear and concise and anyone faced with the problem of installing 
a system of accounts would do well to consider this material. 

The specific instructions as to the accounts include a list of the 
items which normally would be found therein. Thus the plant accounts 
are sub-divided as is customary and under each division the items 
to be included are presented in alphabetical order in great detail. 
This treatment is useful to the practising accountant as wide account- 
ing, as well as practical, experience has gone into the construction 
of this data. 

This book is of the nature of a handbook and might well find a 
prominent place among the reference books in an Accountant’s library. 


HOLLAND Pettit, F.C.A. 
Toronto, 5th July 1937. 


134 








BOOK REVIEWS 


A CONCISE MANUAL OF STATISTICS 
By Clement Burton 


(Associate of the Institute of Municipal Treasurers and Accountants, 
England) 


(Published by Gee ¢ Co. (Publishers) Ltd., 6 Kirby Street, London, 
1937, cloth, 174 pp, 8s. 1d.) 


Accountants are not very prone to resort to the use of statistical 
methods, whether from a lack of familiarity with the methods them- 
selves, the time element, or a hesitancy to branch away from “orthodox” 
accounting procedure. This little handbook condenses the subjects 
of collection of data, tabular and diagrammatic presentation, statistical 
error, averages, trends, index numbers, variation and correlation into 
112 pages of exposition and illustration. Consequently, a perusal will 
leave one whose interest has been aroused rather anxious for a more 
complete explanation of the principles involved and their application to 
specific problems. A careful study of the book should develop just 
such an interest, and for that reason it may be recommended to 
accountants in almost any field. 

Mr. Burton is an associate of the Institute of Municipal Treasurers 
and Accountants, and he has confined himself almost entirely to the 
statistics of municipal governments for illustrative purposes. This 
however, does not detract from the general application of the volume. 


To be somewhat more critical, it may be regretted that the space 
used in the last three chapters was not turned to another purpose. 
These chapters deal with municipal statistics, mechanical devices, and 
sources of published data, and are of interest from the viewpoint of 
local government, but if these 45 pages had been used to provide 
a more detailed exposition of statistical principles and methods the 
manual would be of greater general value. As a concise manual 
the book is subject to the criticism of all books of its type—the 
material is arranged largely in the form of headings and points, which 
provide an excellent means of review but leave the uninitiated a bit 
out of breath when the more difficult topics are encountered. 


Involved mathematical procedures have been avoided and there 
are numerous hints of practical application of statistical methods. 
“A Concise Manual of Statistics” should be especially useful to stu- 
dents in accountancy who desire a brief introduction to the subject 
of statistics or a review of a half-forgotten college course. 


Kingston, 16th July 1937. 
L. G. MAcPHERSON. 
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TERMINOLOGY DEPARTMENT 


The articles in this department, unless otherwise stated, are writ- 
ten by the Chairman of the Terminology Committee. The views ex- 
pressed are those of a majority of that Committee, and therefore must 
not be taken necessarily as those of each member. 

If it should be thought that any article includes too much primary 
or elementary matter, readers are asked to realize that the Committee 
hopes these articles will be of especial value to Students-in-Accounts; 
and it is believed that, to impart a thorough understanding, too much 
emphasis cannot be placed on the fundamental principles on which 
the ideas connoted in the term defined are based. 


SURPLUS (II) 


c WAS pointed out in the previous article that “distribu- 

able surplus” as described by the Companies Acts is a 
new term, and while it appears to mean the amount of 
surplus funds which may be distributed it does not follow 
that such funds are available in cash, nor that the amount 
of such surplus represents the whole amount available for 
dividend purposes. 

Since the term as used in Balance Sheets is a new one 
in Accounting Terminology, and required by certain pro- 
visions in the Companies Act, it is recommended that its 
use be limited to those cases stated in such provisions; and 
the following is submitted as a suitable definition. 


Distributable Surplus 

A term used in the Dominion Companies Act and several 
provincial acts to designate that part of the consideration 
received for shares without nominal or par value set aside 
by the board as distributable surplus, (a) as provided in 
the contract for subscription, not to exceed 25% of the 
amount of the subscription and (b) in the case of the ac- 
quirement of a going concern, not exceeding the unappro- 
priated balance of the realized net profits of such concern 
immediately before such acquisition. (See Dominion Com- 
panies Act, 1934, sec. 12, s.s. 7, as amended 1935). 

It is required under the Dominion Companies Act that 
at each annual meeting the directors shall lay before the 
shareholders (inter alia) a statement of distributable sur- 
plus, showing the balance from the previous year, any sub- 
sequent charges or credits and the balance at the end of the 
year. (Sec. 112, ss. 1 (c)). 
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It is also required under Sec. 77, s.s. 1(v) that every 
prospectus issued by or on behalf of a company must state 
the amount set aside as distributable surplus. 

For annual accounts or balance sheet purposes, the use 
of the term should be limited strictly as set out above. 


There are differences of opinion regarding the term 
“Capital Surplus.” Some incline to the idea that it should 
be used only as indicated in Section 61 of the Dominion 
Companies Act; but the majority opinion seems to be that 
as, first, unlike “distributable surplus,” the term was 
already in use before it was introduced into the Act, and, 
second, that the Act itself refers to a, not the Capital Sur- 
plus, any definition should be wide enough to cover the 
general meaning. The following is submitted :— 


Capital Surplus 
A term for any surplus except (a) earned surplus and 
(b) “distributable surplus” according to the application of 
the term in companies formed under the Dominion Com- 
panies Act and those of certain Provinces. It is usually 
desirable in drawing up balance sheets that the source or 
sources of Capital Surplus be indicated. Of such surpluses 

the following are some examples:— * 

1. Excess of beok value over cost of shares of sub- 
sidiary companies when not applied in reduction of fixed 
assets (in consolidated balance sheets). 

2. Profits on re-sale of treasury stock, (i.e. donated 
stock). 

8. Excess of asset values over cost, whether paid in 
cash or shares, if such values are set up; whether so 
shown at the time of purchase or as the result of sub- 
sequent appraisal. ‘ 

4. Profits made by capital assets being sold for more 
than their book value; including fire loss adjustments. 
But see also definition of “Earned Surplus.” 

5. Surplus which arises from the setting aside of 
available profits for the redemption of preferred shares, 
where such is provided for in the charter. The Do- 
minion Companies Act provides (Sec. 61) that “the 
surplus resulting from such redemption or purchase for 
cancellation shall be designated as a Capital Surplus, 
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which shall not be reduced or distributed by the company 
except as provided in sections 49 to 58, both inclusive, 
of this Act.” These sections specify the requirements 
for reduction of capital. 
Generally, dividends cannot properly be paid from such 
credits as are comprised in Capital Surplus, and any dis- 
tribution of assets to shareholders, charged thereto as 
dividends, would, in fact, be impairment of capital. 


Earned Surplus 

Earned Surplus represents the net profits from the 
operations of the company, and is the remainder of such 
net profits, net income and gains, after deducting losses and 
distributions to stockholders. 

It has been held that “accretions to capital, when realized, 
may be brought into the profit and loss account and dealt 
with accordingly.” (Lubbock v. British Bank of 8.A.; Foster 
v. New Trinidad Co.) It is submitted here that generally 
such profits belong to Capital Surplus, and should not be 
brought into Earned Surplus unless and until it is definitely 
determined that the remaining capital assets are fully worth 
their book value. (See Smails’ “Auditing”—second edition, 
page 27). 


The above article is as drafted by the chairman and 
afterwards amended to meet suggestions by various mem- 
bers of the committee. As such, it must be taken purely 
as an effort to make clear the meanings of the terms as 
they have come into common use and as they must be modi- 
fied by reason of their inclusion in the Companies Acts. 

Some members of the committee, however, including 
the chairman, wish to make it clear that really they object 
to the use of the word “surplus,” either with or without 
qualifying adjectives, in the manners defined. As has been 
pointed out, such uses are a divergence from the literal 
meaning of the word (the term “distributable surplus” is 
particularly objectionable in this regard), as is the case 
with some other words which have crept into the termin- 
ology of the profession. Taking the simple view of the 
matter, surplus is the difference between the estimated 
value of certain assets, and the total of liabilities and capital. 
As such, the figure represents an opinion rather than an 
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established fact. It is therefore suggested that the word 
“surplus” gives to the ordinary reader an implication of 
certainty, and it is believed by some members of the com- 
mittee that it would be better to delete the word from our 
technical language. 

This cannot be done as long as it remains in the Com- 
panies Acts. Surely, however, it should be possible for 
representations to be made to the proper authorities with 
explanations which will induce them to make the necessary 
changes, the laws of Canada not being in the same category 
as those of the Medes and Persians. 





THE CANADIAN CHARTERED ACCOUNTANT 


STUDENTS’ DEPARTMENT 
R. G. H. SMAILS, C.A., Editor 


NOTES AND COMMENT 


The comments on appraisals, which appeared in these 
notes last month, elicited from a reader a letter of general 
interest. The writer expressed himself as being in agree- 
ment with our remarks in connection with the futility of 
appraisals of fixed assets, but proceeded to state a problem 
of which we ourselves had made no mention. “The problem 
is that, if a manufacturing plant is recorded on the books 
at, say, $1,000,000, depreciation at certain rates is charged 
into the cost of the product and under certain circumstances 
the selling prices have some relation to cost. Let us as- 
sume that the plant was built during a period when con- 
struction costs were abnormally low and the replacement 
cost of the plant today would amount to $1,500,000; the 
argument is then advanced that in order to determine an 
economic selling price for the product, care should be taken 
to see that depreciation is charged into the cost of the 
product on $1,500,000 instead of $1,000,000, otherwise when 
it becomes necessary to replace the plant at the new cost 
it might be found that the cost of the product, including 
the higher amount of depreciation, would be un-economic 
opposite the selling price which had been based on a cost 
which included depreciation only on $1,000,000. The same 
argument is advanced in regard to a plant that is over- 
valued; in other words, the cost of the product includes a 
charge for depreciation that is in excess of proper require- 
ments, consequently selling prices are maintained at a level 
that is too high in the interests of the business and the 
community. This approach to the problem of the valuation 
of fixed assets for balance sheet purposes is somewhat dif- 
ferent from the accountant’s normal viewpoint, but it must 
be admitted that if accounts are to serve the purpose of 
guiding the management, some consideration ought to be 
given to this feature.” 

The point raised seems to us to be well taken, for if 
re-sale prices are to be determined by reference to cost, it 
is essential that cost should include as the charge for. de- 
preciation, an amount which represents the contemporary 
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cost of fixed asset services. At the same time the objec- 
tion remains that the conventional “replacement-cost” 
valuation of the appraiser, being a calculation of the cost 
of reproducing existing fixed assets rather than of the 
cost of providing the amount of service inherent in these 
assets, will not necessarily give us the figure for which 
we are searching. Indeed if substantial technical improve- 
ments have taken place in the interval between the instal- 
lation of the assets and their re-valuation the appraisal 
figure will inevitably be out of line with that upon which 
a recoverable charge for depreciation should be based. If 
the changing price level were the only factor to be con- 
sidered the problem could be handled simply (and without 
the expense of appraisal) by adjusting the depreciation cal- 
culated on original cost by the rise or fall in the price 
index considered appropriate to the assets in question. Since 
the price level is not the only important (or necessarily the 
most important) consideration we can see no precise solu- 
tion to this problem unless and until industrial engineers 
develop a dependable technique for the re-valuation of 
productive capacity. 
a + ca 


A technical point was recently raised with respect to 
the eligibility, as auditor to a limited company, of an ac- 
countant who was employed by the directors to make a 
special report to them or otherwise to perform work at their 
request. Section 119 of The Companies Act, 1934 precludes 
from appointment as auditor any person who is “an officer 
of the company.” The question arises whether employment 
by the directors constitutes the accountant an officer of the 
company, and so renders him ineligible for appointment as 


auditor, 
a * * 


STUDENT ASSOCIATION NOTES 


QUEBEC 

In accordance with the by-laws of the Chartered Ac- 
countants Students’ Society of the Province of Quebec, the 
regular annual meeting took place in the offices of the 
senior body on 22nd June 1937, at which the following 
Officers and Committee Members were elected: President, 
Herbert Gilbert, C.A.; Vice-President, A. C. Shackell, C.A.; 
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Secretary, M. H. Blakely ; and Treasurer, J. R. Hendry, C.A.; 
General Committee—J. B. Atkinson, Wm. W. Holmes, R. S. 
Johnson, Hugh B. Savage and C, N. Knowles, C.A. Messrs. 
H. C. Hayes, C.A., and Jean-Paul Gauthier, C.A., were nom- 
inated to represent the senior body on the committee. 

We are fortunate in having as Honorary Presidents for 
the coming year Mr. F. W. Sharp, C.A. (who has taken a 
keen interest in the Students’ Society since its re-organiza- 
tion and who recently donated a Singles Tennis Trophy for 
annual competition), Mr. K. W. Dalglish, C.A., immediate 
Past President of the parent Society, and Mr. G. M. Haw- 
thorn, C.A., the retiring President of the Student body. The 
Students’ Society is deeply indebted to Mr. Hawthorn for 
his continued efforts in the advancement of student work, 
and it is due to his leadership that the Society has made 
such excellent progress during the past two years. 

The Singles Tennis Tournament for the F. W. Sharp 
Trophy, organized by Mr. K. P. Farmer and H. B. Savage, 
is on the way to completion; the Finals, which were origin- 
ally scheduled for July 15th, were of necessity postponed 
due to the large number of entries, and it is hoped that they 
will be played on or about July 31st. 

The Members of the Students’ Society were again for- 
tunate in being the guests of the senior body at their An- 
nual Golf Tournament held on June 18th at the Mount 
Bruno Country Club. While good golf was marred by a 
deluge of rain, the spirits of the players were not dampened 
by the excessive moisture, and the outing was much en- 
joyed by all. The inter-office competition amongst the 
students was won by P. S. Ross & Sons, the team including 
Roy Green, John Hopper, Jack Ferrie and W. L. Child. The 
prize for the lowest gross was won by A. R. Murray. 
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PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by a practising 
chartered accountant of the Institute from whose examinations the 
problem is taken and represent his views and opinions. They are 
designed not as models for submission to the examiner but rather as 
such discussion and explanation of the problem as will make its study 
of benefit to the student. Discussion of solutions presented is cordially 
invited. 

PROBLEM I 


THE INSTITUTE OF CHARTERED ACCOUNTANTS OF 
SASKATCHEWAN 


INTERMEDIATE EXAMINATIONS, NOVEMBER 1936 

A company is formed for the purpose of erecting and operating 
a brewery. Shares are offered to the public, taken up and paid for. 
Agents are sent out to purchase machinery for the enterprise from 
similar organizations which have ceased operations, as the Directors 
believe this will prove cheaper than purchasing new machinery. The 
Brewery is completed and the installed cost of all machinery is 
$75,000.00. 

The Directors desire to call a meeting of the shareholders im- 
mediately prior to commencement of operations, and request you, as 
bookkeeper, (1) to prepare a statement of “Profit and Loss” to date 
and a Balance Sheet to present to the meeting; (2) they further in- 
form you that they consider the machinery to be worth at least 
$150,000.00 and suggest you write the Machinery Account up to that 
figure and credit the balance to “Profit and Loss” so that a “Profit” 
on their activities to date can be shown to the meeting. 


What attitude would you adopt to these two requests? 


SOLUTION 

Because the results are usually more disastrous when profits are 
over-estimated than they are when profits are under-estimated, it has 
become an accepted aim of accounting to be conservative (sometimes 
at the expense of consistency) and so to rule that “Profit and Loss” 
shall include only realized profits and that provision shall be made 
for all losses which may be anticipated as well as those actually sus- 
tained. Profit and Loss Statements may be described as an analysis 
and explanation of the increase or decrease in the net worth shown 
on the concern’s Balance Sheet at one date as compared with that 
of a previous date. It is necessary therefore to consider Balance 
Sheet valuations when determining whether or not profit may be 
treated as having been “realized.” Merchandise Inventory is valued 
at cost since profit depends on the goods being sold at an amount 
in excess of cost. If cost is in excess of replacing market value 
however it is valued at market, this is so that losses, or decreased 
profits, due to market fluctuation of that product which it is the con- 
cern’s business to market may be borne in the period of fluctuation 
and the most conservative treatment be adhered to. Accounts Receiv- 
able represent the asset created at the time of sale and are valued at 
the estimated amount to be actually received thereon, less conserva- 
tively estimated costs of realization. Therefore if an article costing 
$200.00 is sold on credit and it is estimated that 98% of the receivable 
will be collected, while the remaining inventory costing $400.00 could 
be replaced for $375.00, the profit and loss statement should analyse 
the change in net worth as follows (assuming no other items): 
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Merchandise Sales $300.00 
Less: Merchandise Purchases ......... Bde 
Merchandise Inventory at cost 


Cost of Sales 


Gross Operating Profit 100.00 
Provision for Bad and Doubtful Accounts.... 


Allowance for Inventory Valuation at 
above Market t 31.00 


Net Profit $ 69.00 


Fixed assets are however neither like the stock in trade or the 
receivables of a going concern. They are held as an agent of pro- 
duction—not as the product or a step in the realization of the pro- 
ceeds of the sale of that product. 

If a brewery purchases machinery for $75,000.00 which is “worth” 
$150,000.00, the “profit” of $75,000.00 would be realized as the service- 
ability of the machinery is used in production. Had it been purchased 
at actual “worth” the portion of manufacturing costs representing the 
cost of the serviceability of machinery would have been $150,000.00 
plus repairs etc., but due to the bargain purchase this cost will be 
only $75,000.00 plus repairs, etc. resulting in a greater profit or smaller 
loss on operations. That is to say, the object of the concern is to sell 
its product at an amount in excess of the costs of brewing and selling 
that product and the cost of the machinery is in the final analysis 
part of these costs. Fixed Assets may thus be considered as being 
deferred charges to future operations and are therefore usually car- 
ried on the Balance Sheet at cost less the cost of the portion estimated 
to have been consumed in production. It may be argued, however, 
that for purposes of comparison of the concern’s Profit and Loss State- 
ments with those of competitors (which seems to be somewhat weak 
in so far as comparison of the individual expense items will reveal 
the difference in charges for depreciation) the asset should be set up 
at estimated worth. This would of course result in a higher deprecia- 
tion charge to operations. 

In the writer’s opinion it should be pointed out to the Directors 
that the valuation of the machinery shown on the Balance Sheet 
probably has a much smaller effect on the reader than is generally 
expected and that the results shown by operations are the basis on 
which the worth of these assets is conceived. If it is still desired, 
however, to set up the machinery at $150,000.00 a declaration should be 
signed by the Directors that they believe the equipment to be worth 
$150,000.00—in the case of a Dominion Company such declaration should 
be as required by the Dominion Companies Act. It should be made 
clear that the $75,000.00 is not a realized profit, and that it should 
not be included in a Profit and Loss Statement but be shown as a 
“Reserve by Appreciation of Fixed Assets” separately on the Balance 
Sheet. Each period a proportionate amount of this Reserve could then 
be transferred to Profit and Loss as a special profit due to the lesser 
cost of the equipment’s aid in production during that period. 

To transfer the credit to Profit and Loss would be showing a profit 
of $75,000.00 which, even though it might be legally distributed in 
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the form of dividends (this point of law seems to be not yet definitely 
settled) is not actually available for dividends if the company is 
operating on a sound financia! policy. Any distribution would deplete, 
to the extent of the distribution, the working capital invested by the 
shareholders—indeed, would be merely a return of their investment 
disguised as earned profits. 

The request to prepare a Balance Sheet could, of course, be met 
with. The Profit and Loss Account, however, can not be expected to 
show a profit since operations have not yet been commenced, but would 
be charged with those expenses incurred in organizing the company 
and preparing the business for operation which may not be reason- 
ably capitalized or carried as Deferred Charges. 


PROBLEM II 


THE INSTITUTE OF CHARTERED ACCOUNTANTS OF 
SASKATCHEWAN 


FINAL EXAMINATIONS, (FINANCIAL ACCOUNTING), 
NOVEMBER 1936 


From the following information obtained from a Life Assurance 
Company, prepare a statement of Revenue and Expenditure and Balance 
Sheet: 

Mortgages, $500,000.00; Debentures, $200,000.00; Premium Income, 
$4,000,000.00; Office Building, $200,000.00; Death Claims Outstanding, 
$10,000.00; Surrender Values Claimable, $2,000.00; Stocks and Bonds, 
$300,000.00; Stocks and Bonds Written Up, $15,000.00; Dividends to 
Shareholders, $30,000.00; Taxes and Licenses, $10,000.00; Expenses, 
$75,000.00; Policyholders for Claims, Annuities and Surrender Values, 
$250,000.00; Loans on Company’s Policies, $600,000.00; Interest due and 
accrued, $100,000.00; Cash, $30,000.00; Investment Reserve Fund, $10,- 
000.00; Policyholders’ Profits Unpaid, $1,000.00; Income Interest, $300,- 
000.00; Profit on Sale of Securities, $1,000.00; Investment Expenses, 
$20,000.00; Outstanding and Deferred Premiums, $250,000.00; Advance 
Payments on Premiums, $10,000.00; Shareholders’ Dividend Due, 
$20,000.00; Consideration for Annuities, $15,000.00; Re-assurances, $15,- 
000.00; Reserve Policies and Annuities, $400,000.00; Profit for year, 
$331,000.00; Surplus Account, $1,396,000.00. 



































Solution: 
Trial Balance 















(RECESS PRR ree Pr er ee $ 500,000.00 
pS Oe en ee ee 200,000.00 
Be PT ee eee $4,000,000.00 
WE SPE ow oc oe vc cess eirsstcesgecas 200,000.00 
Death Claims Outstanding .............. 10,000.00 
Surrender Values Claimable ............. 2,000.00 
SE inden SE NS 5s hss 300,000.00 
Stocks and Bonds Written Up ........... 15,000.00 
Dividends to Shareholders .............. 30,000.00 
ED 66 Sd0 5 6.5.45. Ko wdesese's 10,000.00 
BENS SAiG2Ka ik re aaies sale vasitns scene 75,000.00 
Policyholders for Claims, Annuities and 

ee a a er 250,000.00 
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Loans on Company’s Policies 600,000.00 
Interest Due and Accrued 100,000.00 

30,000.00 
Investment Reserve Fund 10,000.00 
Policyholders Profits Unpaid 1,000.00 
Income Interest 300,000.00 
Profit on Sale of Securities 1,000.00 
Investment Expenses 20,000.00 
Outstanding and Deferred Premiums .... 250,000.00 
Advance Payments on Premiums 10,000.00 
Shareholders’ Dividend Due 20,000.00 
Consideration for Annuities 15,000.00 
Re-assurances 15,000.00 
Reserve Policies and Annuities 400,000.00 
Surplus Account 1,396,000.00 


$2,580,000.00 $6,180,000.00 


DISCUSSION AND SOLUTION 


On the basis of the figures given in the problem the above trial 
balance shows the credits to exceed the debits by $3,600,000.00 and 
it would appear that the premium income should have been shown 
in the problem as $400,000.00 instead of four million. The amount 
shown as profit for the year is, of course, not included in the trial 
balance as the individual items making up this figure are shown. The 
error in the problem as set would tend to confuse the student, as it 
would be impossible to arrive at a balance when preparing the trial 
balance without assuming that the premium income had not been 
correctly stated. 

Inasmuch as the problem does not show the share capital and 
surplus separately it might be assumed by the student that the amount 
shown as surplus includes not only Capital and Surplus but also any 
other special reserve, such as an Investment Reserve. As there is 
considerable difference of opinion as to whether the term Reserve 
fund indicates an asset or liability and due to the typographical error 
in the premium income throwing the trial balance out of balance, the - 
student might have considerable difficulty in deciding whether to show 
the Investment Reserve Fund as a debit or credit. Hatfield in his 
“Accounting, Its Principles and Problems” states that in America the 
definition of a fund as “a sum of money or its equivalent employed 
in, set aside for, or available for a specific purpose” made by the 
Committee on Terminology of the American Institute of Accountants 
may now be said to represent the better American practice and further 
states that a reserve fund is only to be used in describing an asset. 
Smails and Walker in their “Accounting Principles and Practice” state 
that a Reserve Fund is shown on the liabilities side of the Balance 
Sheet as a separate item under the general heading of Capital and 
Surplus. 

After making the above correction in premium income the state- 
ments required by the problem could be drawn up. It might be well 
to point out that the problem asks for a Statement of Revenue and 
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Expenditure which in the case of a Life Insurance Company is not 
correct as the form of statement usually drawn up by such companies 
is either one of Income and Disbursements or Receipts and Disburse- 
ments as certain items are included in these statements which do not 
affect the profit or loss for the period. For instance, in the problem 
under review the profit is shown as $331,000.00 whereas actually this 
is not a profit as to arrive at such a figure certain items, such as 
payments to policyholders for surrender values and annuities, are 
included as disbursements but yet are not direct deductions from 
profit but are reductions in the liability to the policyholders. Nor 
has there been any adjustment in Reserve for Policies and Annuities 
which would be necessary to arrive at a true profit figure. It would 
perhaps be better terminology to refer to the above amount as the 
Excess of Income over Disbursements. 


Using the terms as mentioned in the problem the following solu- 
tion is given: 


REVENUE: 


Premium Income $ 400,000.00 
Consideration for Annuities 15,000.00 


415,000.00 
Less: Re-assurance Premiums 15,000.00 $ 400,000.00 


Interest Income 300,000.00 
Profit on Sale of Securities 1,000.00 
Stocks and Bonds Written Up 15,000.00 


$ 716,000.00 


EXPENDITURE: 


Policyholders for Claims, Annuities and 
Surrender Values $ 250,000.00 


Taxes and Licenses "10,000.00 
75,000.00 
Investment Expenses 20,000.00 
Dividends to Shareholders 30,000.00 $ 385,000.00 


Profit for Year 331,000.00 
$ 716,000.00 


BALANCE SHEET 
ASSETS: 
$ 500,000.00 
Debentures 200,000.00 
Office Building 200,000.00 
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Stocks and Bonds 300,000.00 
Loans on Company’s Policies 600,000.00 
Interest Due and Accrued 100,000.00 

30,000.00 


Outstanding and Deferred Premiums .... 250,000.00 


$2,180,000.00 


LIABILITIES: 

Reserve for Policies and Annuities $ 400,000.00 
Death Claims Outstanding 10,000.00 
Surrender Values Claimable 2,000.00 
Shareholders Dividends Due 20,000.00 
Advance Payment on Premiums 10,000.00 
Policyholders Profits Unpaid 1,000.00 
Investment Reserve Fund 10,000.00 


SUBPLUS: 


Balance at first of year $1,396,000.00 
Profit for Year 331,000.00  1,727,000.00 


$2,180,000.00 








